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NATIONAL  AFFAIRS,  POLICY 

Report  on  National,  Shanghai  Plans  for  Housing 
Reform 

40060409  Shanghai  SHANGHAI  JINGJI 
[SHANGHAIS  ECONOMY]  in  Chinese 
No  5,  30  May  88  p  3 

[Article  by  Ni  Tianzeng  0242  1131  1073,  vice  mayor  of 
Shanghai  Municipality:  “Work  Hard  To  Do  a  Good  Job 
of  Housing  Reform  in  Shanghai”] 

[Text]  The  State  Council  held  the  National  Working 
Conference  on  Housing  Reform  from  15-18  January 
1988  in  Beijing.  This  was  the  first  conference  held  by  the 
State  Council  to  make  special  plans  for  national  housing 
reform.  The  conference  heard  and  studied  the  important 
speech  that  was  given  by  CPC  General  Secretary  Zhao 
Ziyang  at  a  meeting  of  the  Central  Financial  and  Eco¬ 
nomic  Group,  discussed  the  implementation  plan  for 
carrying  out  national  housing  reform  by  stages  and  in 
groups,  studied  and  planned  relevant  1988  housing 
reform  tasks,  and  summarized  and  exchanged  the  expe¬ 
riences  of  housing  reform  pilot  project  cities.  During  the 
conference,  the  State  Council  held  special  meetings  in 
the  premier’s  office  to  hear  reports  on  the  conference, 
and  leading  comrades,  such  as  Premier  Li  Peng  and  Vice 
Premier  Yao  Yilin,  issued  important  directives  on  car¬ 
rying  out  housing  reform. 

During  the  conference,  leading  comrades  from  cities 
such  as  Yantai  introduced  their  experiences  in  carrying 
out  housing  reform.  These  cities’  housing  reform  meth¬ 
ods  were  of  two  general  basic  types,  nominal  changes  and 
actual  changes.  Some  combined  nominal  and  actual 
changes,  making  both  at  the  same  time.  In  both  nominal 
and  actual  changes,  rents  were  first  raised  to  levels  that 
were  based  on  five  cost  factors:  depreciation  charges, 
maintenance  costs,  management  expenses,  investment 
interest,  and  property  taxes.  At  the  same  time,  staff 
members  and  workers  were  issued  housing  bonds  based 
on  a  fixed  wage  scale.  The  difference  between  the  two 
types  is  that  in  nominal  changes,  the  housing  bonds 
issued  to  staff  members  and  workers  after  rents  were 
raised  did  not  have  financial  backing,  whereas  in  actual 
changes,  they  had  financial  backing  and  became  negotia¬ 
ble  securities  in  reality  as  well  as  in  name.  Carrying  out 
nominal  changes  made  the  burdens  on  the  state  and 
enterprises  lighter  and  was  easier  to  start,  but  it  was  only 
a  first  step  in  rationalizing  the  economic  relationship 
between  individuals  and  the  state  and  controlling  unrea¬ 
sonable  housing  demands.  Whereas  carrying  out  actual 
changes  was  a  much  bigger  step.  It  was  the  first  step  in 
realizing  a  good  cycle  of  investment  and  return  for 
housing  funds  and  in  rationalizing  the  economic  rela¬ 
tionships  between  the  state  and  enterprises  and  betwen 
units  that  have  property  rights  and  those  that  do  not. 

In  both  methods,  all  the  subsidies  that  were  issued  to 
staff  members  and  workers  took  the  form  of  housing 
bonds  before  they  were  rationalized  with  wages.  This  is 


because  using  the  method  of  issuing  bonds  is  favorable  to 
macroeconomic  control.  Housing  bonds  can  only  com¬ 
pensate  for  the  increaasd  rent,  and  surpluses  are  chan¬ 
neled  into  individual  funds  for  buying  and  building 
housing,  are  deposited  in  banks,  and  cannot  break  into 
consumer  goods  markets.  Moreover,  issuing  bonds  cuts 
down  on  the  use  of  circulating  funds  and  will  not 
increase  the  amount  of  currency  in  circulation  or  require 
that  more  currency  be  issued  after  rents  are  raised. 

I.  Housing  Reform  Is  Imperative  and  of  Great  Political 
and  Economic  Significance 

Urban  housing  has  become  a  central  issue  in  the  rela¬ 
tionship  between  the  masses  and  the  government  and 
also  a  focus  of  people’s  attention  on  the  issues  of  party 
workstyle  and  social  atmosphere.  The  great  political  and 
economic  significance  of  housing  reform  can  be  seen 
mainly  in  the  following  areas. 

1.  Reform  is  favorable  to  realizing  a  good  cycle  of 
investment  and  return  for  housing  funds.  The  state  and 
enterprises  now  invest  over  20  billion  yuan  a  year  in 
housing  construction.  Added  to  such  items  as  mainte¬ 
nance  costs,  management  expenses,  and  individual  hous¬ 
ing  subsidies  that  are  issued  to  staff  members  and 
workers,  the  total  comes  to  approximately  30  billion 
yuan  a  year  (Shanghai  Municipality  builds  over  4  million 
square  meters  of  housing  a  year  for  a  investment  of 
approximately  1.8  billion  yuan  which,  added  to  such 
items  as  maintenance  costs  and  management  expenses, 
comes  to  more  than  2  billion  yuan  a  year).  Moreover, 
very  low  rents  are  collected  from  the  housing  that  is 
allotted  to  staff  members  and  workers.  The  average 
monthly  rent  for  usable  floor  area  throughout  China  is 
only  1 3  fen  per  square  meter  and  many  city  dwellers  pay 
only  6  or  7  fen  per  square  meter  and  even  less  in  some 
units.  Shanghai’s  average  monthly  rent  is  20.7  fen  per 
square  meter  of  floor  space.  If  rents  were  calculated 
according  to  housing  costs,  usable  floor  area  would  cost 
about  1.56  yuan  per  square  meter  and,  if  calculated 
according  to  commercial  rates  (adding  in  the  three 
factors  of  profit  taxes,  insurance  fees,  and  land  use 
costs),  usuable  floor  area  would  cost  more  than  2  yuan 
per  square  meter.  Current  rents  are  far  from  being  able  to 
pay  for  even  maintenance  costs.  Shanghai  Municipality 
requires  state  housing  subsidies  of  70  to  80  million  yuan 
a  year.  One-half  of  the  housing  throughout  China  is  now 
in  disrepair,  increasingly  dangerous,  and  of  a  short 
life-span.  The  more  the  state  and  enterprises  invest  in 
housing  construction,  the  more  maintenance  costs  and 
housing  subsidies  are  required.  Since  the  money  that  the 
state  uses  for  housing  construction  is  an  investment  with 
no  return,  there  is  no  accumulation,  the  state’s  burden 
becomes  heavier  and  heavier,  and  a  vicious  cycle  is 
formed.  Since  the  law  of  value  is  being  completely 
violated,  the  real  estate  industry  which  should  be  very 
dynamic  is  gradually  shrinking.  Practice  has  proved  that 
this  cannot  go  on.  Only  through  housing  reform  can  a 
good  cycle  of  investment  and  return  for  housing  funds  be 
gradually  realized. 


JPRS-CAR-88-058 
23  September  1988 


2 


ECONOMIC 


2.  Reform  can  control  unreasonable  housing  demands, 
change  the  present  irrational  method  of  housing  allot¬ 
ment,  overcome  unhealthy  tendencies  related  to  the 
housing  issue  and,  thus,  improve  the  relationship 
between  the  party  and  the  masses.  Housing  is  now 
distributed  by  allotment  and  not  sold  and  rented  accord¬ 
ing  to  commodity  economy  principles.  Thus,  it  gives 
some  people  the  opportunity  to  use  their  public  author¬ 
ity  to  seek  private  gain  and  to  use  their  influence  to  get 
more  and  better  housing.  This  not  only  intensifies  the 
housing  shortage,  but  also  arouses  strong  public  dissat¬ 
isfaction.  On  one  hand,  people  see  three  generations 
living  in  one  small  room  and  sleeping  in  bunk  beds  and, 
on  the  other,  very  small  families  occupying  several 
rooms.  Ghina’s  party  and  government  are  paying  a  lot  of 
attention  to  resolving  the  issue  of  the  use  of  public 
authority  to  seek  private  gain  in  housing.  In  addition  to 
reaffirming  their  stand,  they  have  dealt  with  some  peo¬ 
ple,  but  results  have  been  very  poor  and  the  problem  has 
grown  in  intensity.  This  is  mainly  because  no  scientific 
analysis  has  been  made  of  the  causes  of  this  phenome¬ 
non,  consideration  has  not  been  given  to  linking  it  to  the 
housing  system  issue,  and  causes  have  been  searched  for 
and  ideas  evolved  only  from  the  angle  of  people’s  ideol¬ 
ogies  and  workstyles.  As  a  result,  the  issue  has  never  been 
resolved  and  people  have  lost  faith  that  it  can.  Only  by 
reforming  the  existing  housing  system  and  bulding  a  new 
one  can  the  unhealthy  tendencies  of  the  housing  issue  be 
resolved  and  the  weeds  that  create  a  bad  atmosphere  be 
basically  uprooted.  After  such  cities  as  Yantai,  Bengbu, 
and  Shenyang  carried  out  housing  reform,  the  call  went 
out  to  exchange  big  rooms  for  small  ones,  move  out  those 
who  occupied  too  much  housing,  and  control  the  con¬ 
struction  of  large-area,  high-standard  housing.  Some 
people  has  used  their  authority  of  office  to  occupy 
several  rooms,  some  openly  and  others  secretly.  This  was 
unable  to  be  resolved  for  many  years  but  was  resolved 
quickly  once  the  new  system  was  put  into  effect.  This  was 
because  the  previous  monthly  rent  of  those  who  occu¬ 
pied  too  much  housing  was  equal  to  the  price  of  a 
package  of  incense,  but  now  is  some  tens  of  yuan.  This 
truly  reflected  the  principle  that  those  who  have  more 
and  better  housing  must  pay  more,  and  they  were  unable 
to.  After  an  organization  in  a  certain  city  raised  rents,  35 
staff  members  and  workers  vacated  19  rooms.  During 
the  reforms,  a  system  evolved  to  control  unreasonable 
housing  demands,  which  made  the  masses  of  people  very 
happy  They  have  shown  their  deep  hatred  for  the 
unhealthy  tendencies  in  housing. 

3.  Reform  is  favorable  to  restructuring  China’s  con¬ 
sumption  and  rationalizing  the  industrial  structure. 
Since  the  major  commodity  of  housing  has  not  yet  been 
put  on  the  consumer  market,  China’s  consumption  struc¬ 
ture  is  very  irrational,  making  our  industrial  structure 
also  irrational.  The  present  price  ratios  between  rental 
and  purchase  of  urban  housing  are  very  irrational.  Res¬ 
idents’  housing  expenses  are  only  1-2  percent  of  family 
income  in  China,  while  being  about  25  percent  in  such 
countries  as  the  U.S.,  France,  Italy,  and  Australia.  Since 
rents  are  too  low  in  China,  renting  is  better  than  buying, 


and  the  concept  of  “public  housing’’  is  deep-rooted, 
people  invest  their  money  in  consumer  goods  other  than 
housing  and  in  expensive  consumer  goods  in  particular. 
This  greatly  divorces  their  consumer  desires  from  Chi¬ 
na’s  national  conditions.  Statistics  show  that  China’s 
present  dissemination  rate  of  expensive  household  elec¬ 
trical  appliances  is  equal  to  that  of  certain  countries 
when  they  had  a  per  capita  income  of  $1,000  a  year. 
Housing  reform  can  spur  individuals  to  buy  their  own 
housing  and  attract  many  consumer  funds  toward  hous¬ 
ing.  Thus,  it  can  restructure  industry  and  enable  China’s 
new  and  developing  industries — building  construction 
and  real  estate — to  grow  accordingly. 

4.  Reform  can  change  some  of  people’s  incorrect  ideas 
that  have  evolved  over  a  long  period  of  time.  People 
have  long  considered  housing  a  non-commodity,  think¬ 
ing  that  it  was  a  state-owned  fixed  asset  and  could  not 
become  private  property.  Moreover,  they  regarded  the 
housing  system  of  low  rents,  high  subsidies,  and  allot¬ 
ment  in  kind  as  an  expression  of  the  superiority  of 
socialism.  Thus,  supply  system  and  welfare  ideas 
evolved  on  the  housing  issue.  Moreover,  since  jobs  were 
regarded  as  major  conditions  for  housing  allotments,  the 
idea  of  graded  housing  allotments  also  evolved.  These 
outmoded  ideas  conflict  with  China’s  present  develop¬ 
ment  of  a  planned  commodity  economy.  Thus,  housing 
reform  must  be  able  to  spur  changes  in  people’s  thinking. 
Over  30  years  of  practice  has  proved  that  the  state  is 
unable  to  undertake  the  whole  job  of  providing  urban 
housing  for  hundreds  of  millions  of  people.  Even  con¬ 
sidering  future  economic  developments,  this  would  still 
be  impossible.  Only  by  taking  the  path  of  housing 
commercialization,  coordinating  the  efforts  of  the  state, 
enterprises,  and  individuals,  fully  developing  the  initia¬ 
tive  of  all  sides,  and  invigorating  the  real  estate  industry 
can  China’s  urban  housing  problems  be  basically  solved. 

II.  The  Reform  Goal,  Tasks  for  the  Next  Few  Years, 
and  Principles  That  Should  Be  Followed 

The  “National  Implementation  Plan  for  Carrying  Out 
Urban  Housing  Reform  by  Stages  and  in  Groups’’  (here¬ 
after  abbreviated  as  the  “implementation  plan’’)  that 
was  formulated  by  the  State  Council’s  Leading  Group  on 
Housing  Reform  clearly  points  out  that  the  goal  of 
China’s  urban  housing  reform  is  to  commercialize  hous¬ 
ing  in  line  with  the  needs  of  our  socialist  planned 
commodity  economy.  That  is,  beginning  with  reform  of 
the  system  of  low-rent  public  housing,  the  present  allot¬ 
ment  in  kind  will  gradually  be  changed  to  cash  allot¬ 
ments.  Through  commodity  exchange,  residents  will 
acquire  the  rights  to  own  or  use  housing,  enabling  the 
major  commodity  of  housing  to  be  put  on  the  consumer 
goods  market  and  realizing  a  good  cycle  of  investment 
and  return  for  housing  funds.  Thus,  a  new  route  will  be 
taken  that  is  favorable  to  solving  the  urban  housing 
problem  and  can  spur  the  growth  of  the  real  estate, 
building  construction,  and  building  materials  industries. 
In  order  to  realize  this  goal,  housing  reform  must  include 
at  least  the  following  four  planks:  1.  The  system  of  fund 
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distribution  must  be  changed,  housing  consumer  funds 
must  gradually  flow  into  regular  channels,  and  many 
hidden  housing  allowances  that  are  now  actually  used  to 
build  and  repair  housing  for  staff  members  and  workers 
must  be  changed  into  open  allowances  and  gradually 
channeled  into  staff  member  and  worker  wages.  2.  The 
present  planned  management  system  that  regards  hous¬ 
ing  as  a  fixed  asset  investment  must  be  reformed  and  a 
guided  planned  management  system  that  regards  hous¬ 
ing  as  a  commodity  should  be  set  up.  3.  Through 
coordinated  reform  in  areas,  such  as  public  finance, 
taxes,  wages,  banking,  prices,  and  real  estate  manage¬ 
ment,  housing  funds  should  be  established  on  the  basis  of 
rationalizing  the  present  various  housing  fund  channels, 
and  a  smooth  day-to-day  operation  mechanism  that  can 
realize  a  good  housing  fund  cycle  should  gradually  be 
evolved.  4.  Industry  should  be  restructured,  a  real  estate 
market  should  be  opened,  real  estate  banking  and  the 
real  estate  industry  should  be  developed,  and  real  estate 
development,  construction,  management,  and  service 
(including  housing)  should  be  brought  into  line  with  the 
systemic  circulation  of  the  entire  socialist  planned  com¬ 
modity  economy. 

Based  on  the  reform  goal  and  planks,  the  major  tasks  for 
the  next  3-5  years  are  as  follows:  to  readjust  public 
housing  rents,  calculate  rents  according  to  the  five  cost 
factors  of  depreciation  charges,  maintenance  costs,  man¬ 
agement  expenses,  investment  interest,  and  real  estate 
taxes;  control  unreasonable  housing  demands,  encourage 
individual  staff  members  and  workers  to  buy  housing, 
take  steps  in  areas  such  as  policy,  legislation,  and  public 
opinion  to  guide  and  regulate  residents’  consumption, 
make  consumption  more  rational,  and  lay  a  foundation 
for  the  commercialization  of  housing.  Housing  reform  is 
a  major  reform  that  involves  a  very  wide  range  of  issues 
and  very  strong  policies.  In  order  to  improve  macroeco¬ 
nomic  control  and  guidance,  there  is  a  unified  policy 
throughout  China.  Based  on  housing  reform  demands 
throughout  China,  the  principles  to  be  followed  are  as 
follows: 

1.  In  the  first  phase  of  housing  reform  beginning  in  1988 
and  lasting  for  3-5  years,  the  present  low  rents  in  public 
housing  will  be  raised  in  steps  to  the  point  where  they  are 
calculated  according  to  the  five  factors  of  depreciation 
charges,  maintenance  costs,  management  expenses, 
investment  interest,  and  real  estate  taxes,  i.e.,  to  a  level 
based  on  cost.  Determining  the  standards  for  public 
housing  rents  will  be  a  key  link  in  housing  reform. 
Setting  rents  either  too  high  or  too  low  would  detract 
from  the  significance  of  reform.  They  must  be  set  so  that 
they  are  favorable  to  speeding  up  the  purchase  of  hous¬ 
ing,  in  line  with  local  conditions,  and  based  on  economic 
tolerance. 

2.  Along  with  raising  public  housing  rents,  a  wage-raise 
coefficient  will  be  set  based  on  need  equal  to  the  total 
rent  increases,  and  housing  bonds  will  be  issued.  The 
bond-issue  coefficient  cannot  be  set  arbitrarily,  but  must 
be  set  fairly  according  to  the  amounts  of  the  issued  bonds 


and  raised  rents.  Based  on  the  need  for  fairness,  it  will  be 
normal  for  increased  expenses  and  precipitation  to  con¬ 
stitute  roughly  50  percent  each.  If  people  raise  the 
coefficient,  the  amount  of  bonds  issued  will  increase,  the 
precipitation  will  be  larger,  a  deficit  will  appear  in  public 
finances,  and  the  state  and  enterprises  will  be  unable  to 
tolerate  it.  The  state  has  stipulated  that  the  bonds  be  no 
higher  than  25  percent  of  the  original  wage.  When 
rationalizing  them  with  wages  in  the  future,  they  must 
also  be  balanced,  being  gradually  raised  when  they  are 
too  low  and  gradually  cancelled  when  they  are  too  high. 
In  summary,  long-range  rights  and  interests  must  be 
considered  when  setting  the  bond-issue  coefficient. 
Moreover,  attention  must  be  paid  to  keeping  housing 
subsidies  from  becoming  a  third  form  of  wage  distribu¬ 
tion  of  successive  wage  and  bonus  increases. 

3.  This  phase  of  the  reform  is  limited  to  public  housing 
(including  that  which  is  managed  directly  by  the  state 
and  that  which  is  managed  by  organizations  themselves). 
The  present  view  is  that  the  conditions  do  not  exist  to 
resolve  overnight  the  issue  of  subsidizing  staff  members 
and  workers  who  live  in  private  housing,  but  this  should 
not  be  put  off  for  too  long.  The  “implementation  plan” 
has  clearly  stipulated  that  including  staff  members  and 
workers  who  live  in  private  housing  and  villages  in 
housing  reform  is  one  of  the  major  tasks  of  the  next  step 
of  reform. 

4.  Housing  bonds  may  be  used  only  for  paying  increased 
rents  and  not  for  paying  old  rents.  Surpluses  must  be 
channeled  into  individual  funds  to  buy  and  build  hous¬ 
ing  and  may  not  be  thrown  into  other  consumer  goods 
markets.  Municipal  governments  will  assign  special 
banks  to  handle  such  tasks  as  granting  and  depositing 
housing  bonds  (or  the  certification  methods  to  be  used). 

5.  The  principle  must  be  upheld  that  those  who  occuy 
more  housing  must  pay  more  and  those  who  occuy  less 
will  benefit,  and  rent  reductions,  exemptions,  and  sub¬ 
sidies  must  be  strictly  controlled.  In  order  to  commer¬ 
cialize  housing,  it  will  be  necessary  to  act  according  to 
the  principles  of  commodity  exchange.  People  who  have 
high  incomes  from  wages  and  have  received  many  hous¬ 
ing  bonds  cannot  again  follow  certain  past  graded  meth¬ 
ods  while  reform  is  going  on.  Rent  reductions,  exemp¬ 
tions,  and  subsidies  are  only  for  compensating  financial 
difficulties,  are  only  an  interim  measure,  and  must  not 
be  institutionalized  or  drawn  out.  Funds  for  rent  reduc¬ 
tions,  exemptions,  and  subsidies  must  be  no  more  than  5 
percent  of  the  amount  of  bonds  issued  and  the  future 
trend  will  be  toward  gradually  decreasing  them  until  they 
are  abolished. 

6.  The  job  of  housing  reform  fund  changeover  must  be 
done  well.  Housing  reform  funds  will  come  maily  from 
previously  ammassed  housing  constructon  and  rent  sub¬ 
sidy  funds  as  well  as  collected  housing  construction  and 
real  estate  taxes.  Deficiencies  will  be  made  up  appropri¬ 
ately  from  welfare  and  private  funds.  A  few  further 
deficiencies  can  be  included  in  costs  in  a  controlled  way 
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and  must  be  listed  in  financial  budgets  by  administrative 
units  and  institutions.  Funds  that  are  recovered  by 
selling  new  and  old  housing  should  be  included  in 
housing  reform  funds. 

7.  All  public  finance,  tax,  wage,  banking,  price,  and  real 
estate  management  measures  must  be  perfected  in  coor¬ 
dination  with  housing  reform  needs. 


III.  A  Tentative  Plan  for  Housing  Reform  in  Shanghai 
Municipality 

Shanghai  Municipality  began  to  study  housing  reform  in 
the  early  1980’s.  At  Beidaihe  in  1984,  Comrade  Zhao 
Ziyang  pointed  out  the  “need  for  Shanghai  to  take  the 
lead  in  rent  reform.”  After  this,  the  municipal  govern¬ 
ment  organized  the  relevant  municipal  committees, 
offices,  and  bureaus  to  make  a  comprehensive  investiga¬ 
tion  of  Shanghai’s  rent  issue.  Repeated  discussions  were 
organized  and  four  successive  plans  were  proposed.  The 
plan  that  was  studied  in  1984  was  to  “change  hidden 
subsidies  into  open  ones  and  raise  rents  approriately;” 
the  plan  that  was  proposed  after  studies  in  1985  was  to 
“implement  housing  control  standards  and  raise  rents 
where  standards  were  exceeded;”  in  1986,  repeated 
studies  were  agein  carried  out  on  the  issue  of  Shanghai’s 
implementation  of  “raising  rents  and  increasing  cap¬ 
ital,”  and  the  third  housing  reform  plan  was  proposed  in 
March  1987.  In  early  1988,  in  line  with  the  spirit  of  the 
State  Council’s  directive  on  speeding  up  the  pace  of 
housing  reform,  further  studies  were  conducted  based  on 
the  third  plan,  and  a  fourth  plan  evolved.  The  third  and 
fourth  plans  have  become  the  precedents  and  basis  on 
which  we  are  studying  housing  reform  plans  for  Shanghai 
Municipality. 

Shanghai’s  present  housing  reform  must  be  done  consci¬ 
entiously  according  to  the  spirit  of  the  National  Working 
Conference  on  Housing  Reform.  Based  on  the  principles 
proposed  in  the  national  “implementation  plan,”  under 
the  leadership  of  unified  national  policies,  and  according 
to  the  reform  goal,  planks,  policies,  and  steps  proposed 
by  the  State  Council’s  Leading  Group  on  Housing 
Reform,  Shanghai’s  actual  conditions  must  be  consid¬ 
ered  and  an  implementation  plan  must  be  proposed.  A 
pilot  project  will  be  launched  in  1988.  The  present 
tentative  plan  is  as  follows: 

1.  Shanghai’s  housing  reform  will  adopt  a  three-step 
method,  i.e.,  it  will  use  a  new  system  for  new  housing, 
raise  rents  for  old  housing,  and  issue  bonds  (subsidies). 

2.  The  reform  tasks  for  1988  will  be  carried  out  roughly 
as  follows. 

In  1988,  Shanghai  will  strive  to  carry  out  a  new  system 
for  new  housing,  the  first  step  in  raising  rents  for  old 
housing,  and  the  first  step  in  issuing  bonds. 


Based  on  plans,  work  teams  have  been  organized,  work 
plans  have  been  formulated,  and  work  progress  has  been 
determined.  On  the  basis  of  investigations  and  surveys, 
approximately  the  next  6  months  will  be  used  to  formu¬ 
late  a  plan.  After  the  plan  is  more  or  less  formulated, 
simulated  operations  will  be  organized.  Moreover,  the 
first  draft  of  the  reform  plan  will  be  given  to  the  masses 
for  discussion,  to  improve  its  clarity,  as  one  of  the  ways 
for  the  masses  to  participate  in  government  and  political 
affairs,  and  to  allow  its  contradictions  and  issues  to  be 
fully  revealed.  Then  the  plan  will  be  steadily  revised  and 
each  particular  policy  and  coordination  measure  will  be 
perfected.  Efforts  will  be  made  to  officially  put  the  plan 
into  effect  in  1988  after  it  is  reported  out  and  ratified  by 
the  municipal  party  committee  and  municipal  govern¬ 
ment. 

3.  In  order  to  fulfil  the  1988  reform  tasks,  the  following 
issues  must  be  resolved  well: 

A.  It  will  be  necessary  to  mobilize  ideas  thoroughly,  carry 
out  systematic  and  large-scale  publicity  on  housing 
reform,  constantly  improve  the  understanding  of  vast 
numbers  of  cadres  and  the  masses  about  the  importance, 
necessity,  and  rationality  of  reform,  raise  the  psycholog¬ 
ical  tolerance  for  reform,  support  reform,  and  conscien¬ 
tiously  participate  in  reform.  Organizations  at  all  levels 
must  clearly  determine  whether  the  masses  truly  support 
reform,  investigate,  study  and  deal  carefully  with  various 
ideological  issues  among  the  masses,  and  thoroughly 
resolve  actual  issues. 

B.  The  masses  must  be  fully  aroused  to  discuss  and 
debate  the  plan.  Public  opinion  polls  must  be  taken, 
views  must  be  heard  through  various  activities,  such  as 
forums,  symposiums,  and  dialogues,  and  certain  unnec¬ 
essary  misgivings  among  the  masses  about  reform  must 
be  disposed  of. 

C.  All  departments  must  be  mobilized  to  work  together 
to  accomplish  this  reform.  Housing  reform  involves  a 
wide  range  of  issues  and  complex  conditions.  Thus, 
under  the  unified  leadership  of  the  municipal  party 
committee,  the  municipal  government,  and  the  munici¬ 
pal  leading  group  on  housing  reform,  all  departments 
must  be  closely  coordinated,  share  out  the  work  and 
cooperate  with  one  another,  and  jointly  shoulder  this 
reform  task.  Municipal  departments  such  as  the  planning 
commission,  economic  commission,  construction  com¬ 
mission,  finance  and  commerce  office,  finance  bureau, 
and  banks  must  investigate  and  study  which  funds  can 
be  used  for  Shanghai  housing  reform,  clarify  channels, 
formulate  policies,  draw  up  itemized  accounts,  join 
together  to  raise  money  and  establish  housing  funds  for 
Shanghai,  and  conscientiously  study  issues,  such  as  how 
to  dredge,  transform,  and  rationalize  existing  funds. 
Pricing  departments  and  housing  management  depart¬ 
ments  must  study  housing  rental  prices  and  prices  of  all 
types  of  new  and  old  commercial  housing  that  is  offered 
for  sale.  Labor  and  personnel  departments  must  study 
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the  limits  and  ways  of  increasing  funds;  housing  man¬ 
agement  departments  must  study  ways  to  sell  new  and 
old  commercial  housing.  Banks  must  study  issues,  such 
as  fund  recovery,  settling  of  accounts,  credit,  manage¬ 
ment,  and  distribution.  The  municipal  housing  reform 
office  must  coordinate  overall  balance,  collect  data,  and 
implement  measures  only  after  they  are  submitted  for 
approval  to  the  municipal  party  committee,  the  munic¬ 
ipal  government,  and  the  municipal  leading  group  for 
housing  reform. 

D.  Organizational  leadership  must  be  improved.  All 
departments,  commissions,  offices,  districts,  counties, 
and  bureaus  must  improve  their  ideological  and  organi¬ 
zational  leadership  of  housing  reform.  They  must 
promptly  familiarize  themselves  with  and  analyze  the 
ideas  of  cadres  and  the  masses  about  reform,  perform 
their  tasks  well,  and  resolve  actual  issues.  All  depart¬ 
ments,  districts,  and  counties  must  organize  groups  level 
by  level  and  assign  people  to  be  specially  responsible  for 
them.  All  major  leaders  of  every  department  and  unit 
must  take  a  personal  interest  and  acquire  direct  experi¬ 
ence  in  each  phase,  such  as  surveying,  drafting  of  plans, 
simulated  operations,  and  putting  into  effect. 

Housing  reform  is  a  matter  of  benefit  to  both  the  nation 
and  the  people.  We  have  recently  received  many  leters 
from  people  expressing  support  for  housing  reform, 
some  of  which  proposed  positive  suggestions  and  called 
for  speeding  up  the  pace  of  housing  reform.  Although 
housing  reform  will  be  very  difficult,  its  orientation  is 
clear  and  the  road  is  open.  As  long  as  we  persist  in  acting 
in  the  spirit  of  the  directives  of  the  CPC  Central  Com¬ 
mittee,  the  State  Council,  and  the  National  Housing 
Reform  Conference,  integrate  them  will  Shanghai’s 
actual  conditions,  carry  them  out  boldly,  and  work 
carefully,  Shanghai’s  housing  reform  will  certainly  be 
able  to  forge  ahead. 
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Enterprise  Groups  Develop,  Expand 
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[Article  by  Yin  Xianhua  1438  0341  5478  and  Yu  Cuiyin 
0151  4733  7299:  “Our  Nation’s  Enterprise  Groups  Are 
Developing  and  Expanding — Those  That  Have  Compre¬ 
hensive  Functions,  That  Do  Complete  Projects,  That 
Exploit  Technology,  That  Radiate  Out  Commodities  Are 
Appearing”] 

[Text]  China  already  has  60  or  more  relatively  large 
enterprise  groups.  These  enterprise  groups  are  like  a 
unified  fleet  of  ships,  navigating  the  ocean  of  the  com¬ 
modity  economy. 

According  to  the  survey  statistics  of  the  State  Commis¬ 
sion  for  Restructuring  the  Economic  System,  the  35 
relatively  large  enterprise  groups  among  these  have  a 
yearly  output  value  of  19.7  billion  yuan.  The  yearly  taxes 


that  they  turned  over  and  the  yearly  amount  of  foreign 
exchange  earned  through  exports  are  2.67  billion  yuan 
and  0.38  billion  dollars  respectively.  These  enterprise 
groups  are  mostly  spread  out  among  the  machinery, 
electrical,  light  industry,  textile,  and  other  industries. 
Some  have  already  developed  to  a  respectable  economic 
scale.  Some  already  play  the  part  of  the  front  line  soldiers 
in  their  own  industries. 

In  the  increasingly  more  intense  competition  in  the 
ocean  of  the  commodity  economy,  it  is  very  difficult  for 
an  enterprise  by  itself  to  steer  a  small  sampan  across  the 
ocean.  For  many  enterprises  to  unify  and  form  a  united 
fleet  of  ships — an  enterprise  group,  to  implement  the 
practice  of  those  with  dominant  positions  mutually 
helping  each  other,  creating  new  productive  forces,  pro¬ 
ducing  the  entire  effect  of  one  plus  one  equalling  more 
than  two;  this  is  the  inevitable  trend  of  a  particular  level 
of  development  in  the  world  of  the  commodity  market 
and  the  socialization  of  mass  production. 

Our  nation’s  enterprise  groups  are  progressively  devel¬ 
oping  on  the  basis  of  adopting  economic  unification,  and 
according  to  the  different  characteristics  in  economic 
technological  integration,  which  for  the  most  part  consist 
of  four  types: 

— The  comprehensive  functions  type.  With  large-type 
enterprises  and  scientific  research  designing  institutes 
as  its  main  body,  it  forms  a  unified  commerce,  trade, 
technology  service,  etc.,  work  unit.  It  takes  technolog¬ 
ical  development,  production  engineering,  product 
sales,  information  services,  opening  of  markets,  and 
other  various  kinds  of  functions,  and  fuses  them  into 
one  entity.  It  thereby  produces  the  strong  advantages 
of  quick  information  feedback,  operational  flexibility, 
and  market  adaptability. 

—The  coordinated  project  type.  With  a  certain  number 
of  large-type  enterprises  and  their  interrelated  large- 
type  scientific  research  and  designing  institutes  as  its 
main  body,  it  is  created  based  on  forming  a  complete 
series  of  engineering  projects.  It  carries  out,  from  the 
equipment  to  all  the  items  of  design,  manufacture, 
supplying,  installing  and  debugging,  down  to  person¬ 
nel  training  and  after  sale  servicing,  the  complete 
contract. 

—The  exploiting  of  technology  type.  With  large-type 
production  enterprises  as  its  main  body,  it  unites  with 
scientific  research  institutes;  or  else  with  scientific 
research  institutes  as  its  main  body,  it  unites  with 
production  enterprises.  It  is  established  in  industries 
that  have  a  high  concentration  of  technology,  and  is 
able  to  rapidly  turn  the  achievements  of  scientific 
research  into  productive  forces. 

— The  radiating  out  production  type.  With  large-type 
enterprises  as  its  support,  famous  and  excellent  prod¬ 
ucts  as  its  introduction,  it  organizes  the  coordination 
of  specialization,  and  creates  a  whole  network  of 
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multiple  management  levels.  It  is  like  the  groups  of  the 
Number  One  Automobile  Plant  and  the  Number  Two 
Automobile  Plant — they  combine  a  few  hundred 
enterprises  all  over  the  country  and  they  are  now 
achieving  the  benefits  of  scale  in  having  large  batches, 
starting  at  a  high  level,  and  producing  in  a  series. 

Due  to  the  restrictions  imposed  by  the  currently  operat¬ 
ing  economic  management  system  and  the  level  of  devel¬ 
opment  of  the  productive  forces,  the  development  of  our 
nation’s  enterprise  groups  is  still  in  the  preliminary 
stages.  At  the  State  Commission  for  Restructuring  the 
Economic  System’s  most  recently  convened  forum  on 
enterprise  groups,  the  members  of  the  business  world 
and  the  theoreticians  both  commonly  feel  that,  in  the 
present  world,  enterprise  management  strategy  is  tend¬ 
ing  towards  internationalization,  a  new  technological 
revolution  is  rapidly  developing,  market  competition  is 
intensifying  daily,  and  the  development  of  the  commod¬ 
ity  economy  of  our  nation  is  taking  place  in  a  greatly 
different  international  environment  than  the  develop¬ 
ment  of  the  commodity  economy  of  capitalism  of  a 
couple  hundred  years  before.  Our  nation’s  enterprises 
are  faced  with  a  severe  challenge.  To  energetically 
develop  enterprise  groups  must  be  regarded  as  an  impor¬ 
tant  essential  for  deepening  enterprise  reform.  It  must 
become  an  important  organizational  form  for  smashing 
the  system  of  carving  things  up  into  departments  and 
branches  and  for  stopping  the  sealing  off  of  geographic 
regions,  for  improving  the  industrial  and  enterprise 
structure,  and  for  raising  the  level  of  industry  in  our 
country  as  well  as  for  raising  the  economic  benefits. 

13418/9274 
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[Article  by  Yin  Xianhua  1438  0341  5478  and  Yu  Cuiyin 
0151  4733  7299:  “New  Trends  Emerge  in  the  Develop¬ 
ment  of  Our  Nation’s  Enterprise  Groups’’] 


[Text]  Breaking  the  pattern  of  the  “three  unchange¬ 
ables,”  developing  a  close  coalition  between  different 
administrations;  enterprises  mutually  make  invest¬ 
ments,  give  out  shares,  transfer  ownership  and  annex 
property  to  each  other;  diversifying  group  functions; 
closely  integrating  scientific  research  with  production; 
some  groups  start  unified  export-oriented  development 

New  trends  have  emerged  in  the  self-development  of 
some  of  the  nation’s  currently  existing  enterprise  groups. 
Members  of  our  nation’s  business  community  and  theo¬ 
reticians  commonly  believe  that  these  trends  reveal  the 
direction  of  and  the  broad  prospects  for  the  development 
of  our  nation’s  enterprise  groups. 


These  new  development  trends  can  mainly  be  seen  in  the 

following: 

— The  close  coalition  between  administrative  levels  of 
different  enterprises  had  started  to  break  down  and 
unite  the  boundaries  of  ownership  of  the  various 
parties,  the  subordinate  administrative  relationships, 
and  the  channels  for  turning  over  revenues  to  public 
finance,  these  “three  unchangeable’’  structures.  Pres¬ 
ently,  among  the  ways  of  breaking  down  “the  three 
unchangeables”  is,  first,  to  have  enterprises  contract 
(or  hire)  other  enterprises.  This  enables  those  enter¬ 
prises  that  are  contracted  to  break  away  from  their 
original  subordinate  relationship,  because  the  con¬ 
tracting  enterprise,  on  the  other  hand,  will  centralize 
management  power  and  implement  a  unified  plan  and 
unified  management.  This  kind  of  method  is  simple 
and  easy  to  do,  and  is  worthy  of  energetic  promotion. 
The  second  way  is  to  have  enterprises  mutually  make 
investments  and  give  out  shares  to  each  other,  which 
will  lead  to  a  change  in  the  ownership  relationships  of 
enterprises,  and  quicken  the  process  of  integration  of 
the  enterprise  group's  property.  This  kind  of  method 
can  resolve  the  problems  of  public  finance  benefit  due 
to  the  substantial  friction  caused  by  the  breaking  down 
of  “the  three  unchangeables.’’  It  can  easily  be  accepted 
by  all  parties,  and  can  urge  on  the  effective  method  of 
enterprise  groups  carrying  out  optimal  associations, 
and  holds  good  prospects  for  development.  But  at 
present  there  is  a  large  degree  of  difficulty  in  carrying 
out  this  method.  This  is  because  the  organizational 
setup,  the  moving  mechanisms,  the  asset  appraisal,  the 
stock  mechanisms,  the  making  over  of  share  certifi¬ 
cates,  the  distribution  of  profits,  the  protection  of 
rights  and  interests,  etc.,  of  the  stock  offering  enter¬ 
prise  groups  concerned,  need  to  have  a  process  of 
exploration.  The  third  way  is  to  have  property  rights 
transferred  with  compensation  or  have  enterprises 
annex  property.  This  is  to  achieve  the  integration  of 
property  and  management,  and  completely  overcome 
the  principle  of  “the  three  unchangeables.’’  According 
to  incomplete  statistics  on  17  provinces  and  cities, 
there  are  currently  already  more  than  300  enterprises 
practicing  the  transfer  of  property  rights.  The  risks  are 
not  very  great  in  implementing  this  kind  of  method,  so 
it  is  equally  worthy  of  energetic  promotion. 

— The  establishment  of  financial  affairs  corporations  by 
enterprise  groups  has  opened  up  the  channels  for  the 
internal  blending  of  group  funds.  Some  of  the  enter¬ 
prise  groups  have  already  agreed  to  the  establishment 
of  financial  affairs  corporations,  since  the  regulator  of 
the  internal  blending  of  group  funds  is  also  a  bridge 
between  the  united  enterprise  and  the  banks  or  other 
financial  organizations.  Through  extensive  fund  rais¬ 
ing  inside  and  outside  of  the  group,  the  member 
enterprises  of  the  group  have  been  granted  special 
loans,  to  support  the  enterprise  in  carrying  out  tech¬ 
nological  reform  and  to  develop  new  products  and 
technology,  to  pay  an  important  role. 
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_ The  continuous  development  of  enterprise  groups 

functions  even  more  points  to  a  trend  towards  diver¬ 
sification.  For  example,  the  Changzhou  Golden  Lion 
Group,  besides  possessing  more  than  1 50  production 
enterprises,  also  united  up  with  more  than  10  scien¬ 
tific  research  institutes,  material  supplying  depart¬ 
ments,  72  commercial  marketing  units,  as  well  as 
depots,  harbors,  wharfs,  and  other  work  units;  hooking 
up  all  the  links  from  scientific  research  and  production 
to  sales  and  transportation. 

—The  close  integration  of  scientific  research  and  pro¬ 
duction  has  shown  off  the  talent  of  a  lot  of  the  groups 
which  have  scientific  research  and  technical  institutes 
as  their  main  body.  Among  the  enterprise  groups, 
these  ones  have  become  the  fresh  troops  full  of  hope. 
For  example,  the  Beijing  Stone  Group,  which  mainly 
develops  the  technology  of  micro-electronics  and  the 
technology  of  handling  information  in  the  Chinese 
language,  last  year  successfully  ranked  nationally  as 
number  two  in  that  industry  in  amount  of  sales. 

— Some  enterprise  groups  have  started  developing 
towards  an  export  orientation,  trying  hard  to  head  into 
the  international  market.  Some  of  the  enterprise 
groups  that  are  developing  towards  outside  markets 
are  already  exploring  cooperation  and  alliances 
between  groups.  For  example,  the  Shenzhen  Saige 
Group,  the  Nanjing  Zhongshan  Group,  and  the  Beij¬ 
ing  Keli  Group,  already  just  recently  signed  a  letter  of 
intent  for  cooperation,  uniting  together  to  develop 
export-oriented  electronics  products. 
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Price  Reform  Moves  ‘Toward  New  System’ 

40060460  Beijing  SHIJIE  JINGJI DAOBAO  in  Chinese 
27  Jun  88  p  6 

[Article  by  reporter  Zhang  Weiguo  1728  0251  0948: 
“Price  Reform— Moving  Toward  a  New  System”] 


[Text]  To  celebrate  the  eighth  anniversary  of  the  found¬ 
ing  of  this  publication,  the  paper’s  Beijing  office  recently 
convened  a  series  of  informal  discussions  for  young  and 
middle-aged  theoretical  workers.  Discussion  attendees 
included  Li  Su  [2621  5126],  Hong  Xiaoyuan  [3163  1420 
3293],  Wu  Jiaxiang  [0702  4471  4382],  Sun  Laixiang 
[1327  0171  4382],  Zhang  Xinhua  [1728  2450  5478],  Cai 
Quan  [5591  3123],  Gao  Tiesheng  [7559  6993  3932], 
Zhang  Wei  [1728  0251],  Bai  Huimin  [4101  1979  2404], 
Wang  Zhiyuan  [3769  5267  0337],  Chen  Yaogang  [7115 
1202  6921],  Yu  Meisun  [0205  2734  5549],  Zhao  Lun 
[6392  0243],  Chen  Xiaoping  [7115  1420  1627],  Li  Shu- 
guang  [2621  2562  0342],  and  Zhang  Shuyi  [1728  2885 
5030].  Wide-ranging  discussions  were  held  on  such 
issues  as  the  current  price  reform  and  the  enterprise 
contracting  system. 


The  first  topic  to  be  discussed  was  price  reform.  The 
attendees  felt  that  there  are  primarily  three  arguments 
for  price  reform:  1.)  Double-track  prices  exist  in  name 
only.  While  included  in  the  state  plan,  the  goods  and 
materials  represented  by  these  prices  in  actuality  are  not 
themselves  encompassed  within  the  plan.  There  are  an 
extraordinary  number  of  intermediate  links,  and  even  it 
applied  directly  without  these  links,  these  pnces  would 
offer  many  advantages.  They  typically  are  associated 
with  apportioned  quantities,  wholesale  lots,  and  planned 
quotas,  all  of  which  become  marketable  goods.  They 
become  symbolic,  and  represent  the  difference  between 
free  market  prices  and  planned  prices.  2)  The  double¬ 
track  system  is  a  catalyst  for  making  things  worse,  and 
fosters  unhealthy  tendencies.  Under  the  double-track 
system,  the  microeconomic  units  offer  and  accept  bribes, 
and  this  is  totally  in  accord  with  the  attendant  principle 
of  economic  circulation — low  costs  and  large  returns, 
and  the  mechanism  becomes  inherent.  3)  Older  genera¬ 
tion  leaders  are  still  living  and  in  good  health,  and  they 
can  control  the  situation  in  order  to  withstand  the  risks 
which  accompany  price  reform. 

We  must  be  very  clear  about  what  true  price  reform  is. 
Price  reform  does  not  mean  adjusting  pnces;  reform 
means  clarifying  underlying  property  relations,  and  hav¬ 
ing  enterprises  truly  assume  responsibility. 

Strictly  speaking,  rather  than  adjusting  prices,  price 
reform  means  we  must  restructure  the  circulation  mech¬ 
anism,  and  something  even  deeper,  which  is  the  enter¬ 
prise  ownership  structure  presently  in  place.  The  pricing 
system  is  not  something  the  leaders  foist  on  the  market; 
rather  it  is  something  which  commodity  producers  who 
assume  sole  responsibility  for  profits  and  losses  create  in 
the  market  exchange  process. 

The  price  issue  must  be  viewed  from  two  angles.  One  is 
the  continuing  rise  in  prices  in  recent  years,  and  the 
other  is  that  the  price  structure,  as  a  result  of  multiple 
price  adjustments,  is  getting  worse  rather  than  better 
Overall  inflation  continues  unabated  and  this,  coupled 
with  a  progressively  worsening  price  structure,  is  the 
situation  with  which  we  are  currently  confronted,  and  it 
is  an  exceptional  situation.  The  price  problem  and  its 
root  causes  alone  are  difficult  to  expound  clearly.  Since 
economic  circulation  at  present  is  not  occurring  within  a 
single  system,  we  should  view  the  issue  in  terms  of  two 
systems  within  the  larger  structure.  In  the  old  system, 
there  was  absolutely  no  way  for  inflation  to  occur,  prices 
were  held  in  check,  and  a  rational  price  structure  was 
essentially  impossible.  A  nation  with  a  true  market 
economy  experiences  inflation  to  a  greater  or  lesser 
extent,  but  its  price  structure  will  always  develop  in  a 
rational  direction  as  a  result  of  market  guidance,  and 
supply  and  demand  adjustment.  Our  problem  is  that  we 
are  far  removed  from  two  goals;  namely,  stable  prices 
and  a  rational  price  structure.  The  essential  reason  is  that 
the  functions  of  the  market  and  the  government  have 
erroneously  been  reversed.  Of  course  the  price  structure 
should  be  regulated  by  the  market,  with  overall  commod¬ 
ity  price  levels  controlled  by  the  government.  What  we 
find  now  is  that  the  government  is  regulating  the  former 
to  a  stifling  degree,  and  the  prices  of  a  large  segment  ot 
commodities  are  being  controlled  by  the  government. 
The  stifling  regulation  of  the  price  structure  led  to 
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convoluted  prices  and  a  convoluted  market  mechanism, 
which  brought  about  our  currency  and  financial  short¬ 
ages.  The  result  has  been  an  inevitable  rise  in  overall 
commodity  price  levels.  The  major  reason  for  the  finan¬ 
cial  deficits  created  by  relaxing  and  eliminating  controls, 
and  the  integral  connection  between  the  banks  and 
financial  sectors,  was  this  inversion  of  functions,  and 
therein  lies  the  crux  of  the  problem. 

Where  is  the  substantive  difficulty  with  price  reform? 
Some  of  the  discussion  attendees  felt  the  biggest  problem 
is  that  a  direct  relationship  developed  between  the 
people  and  the  government  in  economic  circulation. 
After  this  happened,  it  became  impossible  to  readjust 
benefits.  For  the  people  who  have  lived  with  30-plus 
years  of  public  ownership,  the  benefits  structure  is  excep¬ 
tionally  rigid;  anyone  can  afford  a  1  cent  adjustment  in 
the  price  of  firewood,  yet  all  rush  to  purchase  it.  Perti¬ 
nent  ministries  and  commissions  under  the  State  Coun¬ 
cil  have  spent  a  lot  of  time  discussing  the  price  of  toilet 
paper,  and  someone  asked  whether  the  People’s  Govern¬ 
ment  has  a  need  to  manage  the  people’s  eating  and  toilet 
activities. 

The  recent  Central  Government  session  proposed  a  plan 
to  make  price  reform  a  priority  item  over  the  next  5 
years,  which  is  significant  in  that  it  holds  great  promise 
in  terms  of  systemic  change.  Ten  years  of  reform  have 
shown  that  each  round  of  enterprise  reform  has  solved 
real  problems  related  to  actual  economic  circulation,  and 
this  has  resulted  in  improved  circulation  for  our  present 
double-track  economic  system.  Within  that  system,  con¬ 
tracting  has  become  the  predominant  pattern.  But  there 
is  only  one  way  to  solve  existing  difficulties  and  reverse 
the  functions  of  the  market  and  government,  and  that  is 
to  institute  systemic  reform.  Enterprise  reform  is  the  way 
to  solve  immediate  problems,  while  price  reform  must  be 
pursued  to  achieve  deep  and  lasting  reform.  Joint  price, 
tax  and  finance  initiatives  in  1986  ultimately  resulted  in 
a  modification  of  bargaining  parameters,  but  the  original 
intent  was  to  effect  a  readjustment  in  basic  economic 
relations,  produce  economic  relationships  conducive  to 
a  commodity  economy,  and  then  perfect  them.  In  this 
sense,  joint  price-tax-finance  action  is  quite  significant. 
Contracting  was  implemented  in  1987  to  energize  and 
enliven  enterprises,  and  stimulate  them  to  action.  In 
1988,  price  reform  has  been  reinitiated,  and  in  the 
context  of  the  double-track  system,  this  represents  a 
second  attempt  at  systemic  change.  Consequently,  we 
should  devote  major  efforts  to  expediting  price  reform. 

Price  reform  primarily  involves  transforming  the  mech¬ 
anism  for  determining  prices;  it  is  not  price  adjustment 
for  the  most  part.  Price  adjustment  is  a  means  to 
ultimately  decontrol  prices.  Transforming  the  pricing 
mechanism  involves  a  change  from  having  the  govern¬ 
ment  set  prices  to  having  prices  determined  by  the 
market.  To  have  market-set  prices,  there  first  needs  to  be 
a  market,  and  this  entails  ownership  reform  and  the 
introduction  of  a  new  overall  system.  Only  when  the 
market  has  the  ability  to  determine  prices  can  the 


government  relinquish  its  control.  The  government  at 
present  is  managing  a  large  number  of  things  which  it  has 
no  business  managing,  and  the  reason  is  not  that  it 
relishes  this  task,  but  because  the  market  is  incapable  of 
managing  them.  The  market  does  not  have  the  ability  to 
deploy  resources,  so  the  government  is  left  with  no 
choice  but  to  step  in.  Consequently,  price  reform  must  be 
viewed  as  a  transformation  of  the  pricing  mechanism. 
The  market  must  be  capable  of  setting  prices,  and 
thereby  replace  the  government.  This  also  is  the  position 
of  Li  Yining  [0632  0110  1337] — only  through  compre¬ 
hensive  and  coordinated  reform  can  commodity  prices 
be  transformed. 

The  “358”  program  and  the  10  households  program  can 
be  characterized  as  “convergent.”  The  program  of  Wu 
Jinglian  [0702  2417  8834],  who  always  stressed  price 
reform,  repeatedly  emphasized  the  primary  importance 
of  enlivening  large  and  mid-sized  enterprises,  and  the 
need  for  loose  controls,  and  coordinated,  comprehensive 
reform.  Although  Li  Yining  again  and  again  stressed  that 
ownership  reform  was  the  most  crucial  aspect,  he  felt 
that  prices  also  needed  to  be  readjusted.  The  things  these 
two  people  implied  are  the  same.  Therefore,  upon 
reviewing  the  programs  after  setting  aside  the  labels, 
many  similarities  are  apparent;  both  require  comprehen¬ 
sive,  coordinated  reform.  To  show  that  China’s  reforms 
have  arrived  at  a  special  stage,  not  only  must  we  break 
with  the  old,  we  must  establish  something  new  as  well. 
We  must  allow  the  new  system  to  exercise  an  overriding 
function,  and  replace  the  old  system. 

In  summary,  the  present  price  reform  can  play  an 
expediting  role  in  China’s  reform  process,  and  price 
reform  represents  for  us  a  step  toward  a  new  overall 
system.  Price  reform  must  settle  in  contracting  even 
more  than  at  present;  we  must  begin  with  enterprise 
contracting,  apply  the  logic  of  contracting  to  finances, 
foreign  trade  and  local  activities,  and  institute  a  con¬ 
tracting  system.  This  approach  makes  a  lot  of  sense  with 
respect  to  the  ultimate  purpose  of  instituting  reform — 
changing  tracks. 

It  is  reported  that  a  State  Pricing  Commission  has  been 
formally  established  of  late,  and  has  already  held  two 
meetings.  Chairman  Yao  Yilin  [1202  0181  2651],  vice 
chairman  Bai  Meiqing  [4101  5019  3237],  and  leading 
officials  of  the  various  State  Council  coordinated  depart¬ 
ments  attended  the  meetings.  People  from  the  State 
Pricing  Bureau  also  attended.  Yao  Yilin  instructed  this 
body  that  the  first  thing  it  must  do  is  establish  a 
commodity  price  reform  program.  This  program  is  not 
to  involve  commodity  prices  alone,  but  must  be  one 
which  integrates  wages  and  prices.  It  must  be  a  compre¬ 
hensive  program  in  which  various  reforms  are  synthe¬ 
sized  and  considered.  The  State  Pricing  Bureau  first 
proposed  a  commodity  price  reform  program,  after 
which  various  representatives  of  the  Ministry  of  Labor 
and  Personnel,  State  Planning  Commission,  and  Minis¬ 
try  of  Finance  presented  their  views  on  the  matter. 
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Changing  Management  Style  in  Liaoning 

40060456  Shenyang  LIAONING  JINGJI BAO 
[LIAONING  ECONOMIC  REPORT]  in  Chinese 
23  Jun  88  p  I 

[Article  by  Li  Zhendong  2621  2182  2639,  Vice  Chair¬ 
man  of  the  Liaoning  Province  Planned  Economy  Com¬ 
mission:  “Deepen  Reforms,  Switch  Functions,  So  As  To 
Develop  the  Planned  Commodity  Economy”] 

[Text]  Since  the  3rd  Plenum  of  the  1 1th  Party  Central 
Committee  and  particularly,  since  the  3rd  Plenum  of  the 
12th  Party  Central  Committee  adopted  the  “Resolution 
of  the  Chinese  Communist  Party  Central  Committee  on 
Reform  of  the  Economic  System,”  planned  system 
reform  here  in  Liaoning  Province  has  moved  forward 
with  fairly  great  strides  and  has  gotten  clear  results. 
However,  present  work  on  the  plan  still  falls  very  short 
based  on  the  requirements  of  the  planned  commodity 
economy,  development  of  the  social  productive  forces 
and  the  reform  and  development  of  new  circumstances. 
Traditional  plan  concepts  have  not  been  thoroughly 
overcome,  thinking  has  not  been  sufficiently  liberated, 
certain  out-dated  management  styles  and  work  methods 
have  still  not  been  changed,  many  things  are  approached 
from  a  microeconomic  aspect,  routine  work  is  busy 
setting  targets,  commenting  on  projects,  and  distributing 
money  and  commodities,  and  there  is  insufficient 
research  being  done  on  such  important  macroeconomic 
problems  as  total  amounts  in  society  and  structural 
contradictions.  These  are  all  primary  manifestations  of 
the  insufficiency  of  the  present  work.  The  focal  points  of 
management  are  still  economic  activities  by  ownership 
of  the  whole  people  units  and  command  plans;  we  lack 
effective  policy  guidance  for  guiding  plans  and  the 
market’s  regulative  role.  Organizational  set-ups  and 
functions  are  still  not  suitable  and  relations  between  all 
levels  and  in  all  directions  are  still  not  completely 
well-ordered,  especially  the  area  of  comprehensive 
movement  toward  coordination  of  economic  levers  still 
retains  a  level  where  things  are  only  considered  as  they 
stand  and  full  play  has  not  been  given  to  the  comprehen¬ 
sive  role  of  the  planning  departments.  Thus,  switching 
around  functions  well  should  be  an  important  mission  of 
planning  departments  at  all  levels  as  we  deepen  planned 
system  reforms.  The  focal  points  for  making  the  switches 
should  be  undertaken  from  the  five  areas  listed  below: 

1.  Switch  from  an  emphasis  on  microcontrol  to  an 
emphasis  on  macrocontrol. 

Departments  functioning  as  managers  of  the  national 
economic  plan  should  be  able  to  give  advice  on  macro- 
economic  decisionmaking  to  government  at  all  levels 
and  they  must  stress  their  work  on  the  important  issues 
in  macroeconomic  studies.  First,  study  strategies  for 
development  of  the  regional  economy,  science  and  tech¬ 
nology,  and  the  society;  develop  the  strategic  targets, 
focal  points,  measures  and  steps.  Second,  strengthen  the 
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overall  balance  of  the  national  economy,  establish  an 
equilibrium  in  and  between  finance,  credit,  commodities 
and  foreign  exchange,  and  make  overall  social  supply 
and  demand  fit  each  other.  Third,  properly  handle  the 
relations  between  matters  of  great  proportion,  do  a  good 
job  on  the  overall  composition  of  the  productive  forces, 
formulate  a  clear  industrial  policy,  make  reasonable 
adjustments  to  the  economic  structures,  and  achieve 
good  deployment  of  the  key  elements  of  production. 
Fourth,  do  a  good  job  at  economic  forecasting  and 
consultative  service  work.  Fifth,  study  and  formulate 
policy  and  economic  measures  for  macroeconomic 
adjustment  and  control,  as  well  as  their  coordination, 
execution,  checks  and  supervision.  Sixth,  study  and 
formulate  comprehensive  economic  laws  and  regula¬ 
tions.  Only  by  successfully  tackling  these  important 
matters  related  to  the  long  term  situation  of  the  national 
economy  can  large  errors  be  avoided  and  prevented.  In 
order  to  strengthen  and  improve  macrocontrol,  while 
making  clear  distinctions  between  matters  and  the 
authority  over  them,  we  must  further  clarify  the  limits  of 
planning  and  management  authority  for  planning 
departments  and  enterprises  of  all  levels  as  well  as 
perfect  planning  policies  and  adjustment  and  control 
systems  for  all  grades  and  levels.  All  matters  which  can 
be  handled  by  lower  levels  and  enterprises  should  be 
passed  on  to  the  lower  levels  and  enterprises  to  handle. 
Furthermore,  all  matters  which  can  be  coordinated  and 
resolved  within  business  management  functions  and  by 
individual  departments  should  be  passed  on  to  the 
individual  specialized  departments.  Pass  on  some  of  the 
guidance  functions  in  macroeconomic  activity  to  depart¬ 
ments  concerned  or  business  associations;  entrust  con¬ 
struction  and  investment  corporations  which  have  been 
made  into  enterprises  with  the  administration  of  mana¬ 
gerial  project  investments.  Allocation  of  commodities 
should  be  the  responsibility  of  commodity  departments, 
with  planning  departments  retaining  the  authority  to 
balance  plans.  In  summation,  planning  departments  at 
all  levels  should  avoid  as  much  as  possible  duplication  or 
overlapping  of  functions  with  specialized  departments. 

2.  Switch  from  stressing  development  of  the 
domestic-oriented  economy  to  stressing  development  of 
the  export-oriented  economy. 

In  order  to  implement  the  developmental  strategy  of  the 
coastal  region,  planning  departments  at  all  levels  must 
treat  development  of  the  export-oriented  economy  as  the 
focal  point  of  work,  must  tackle  it  earnestly,  and  must 
speed  up  the  progress  of  modernization  of  the  national 
economy.  First,  we  must  closely  integrate  our  regional 
economic  development  with  the  changes  in  the  world 
economic  structures,  treat  development  of  the  exported- 
oriented  economy  as  an  important  part  of  the  national 
economic  program,  and  we  must  actively  organize, 
implement  and  do  a  good  job  on  coordination  and 
service  work.  Second,  we  must  strengthen  the  auxiliary 
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facilities  for  energy  resources,  particularly  in  the  electric¬ 
ity,  transportation  and  communications  infrastructures; 
we  must  improve  the  investment  environment  to  ensure 
the  requirements  of  export-oriented  economic  develop¬ 
ment.  Third,  we  must  speed  up  construction  of  export 
bases  and  the  technological  transformation  of  export 
enterprises,  launch  new  export  products,  heighten  prod¬ 
uct  quality  and  grades,  improve  export  product  mix, 
increase  the  competitiveness  of  our  products,  and  we 
must  capture  or  expand  international  markets.  Fourth, 
we  must  continue  to  research,  formulate  and  implement 
policies  pertaining  to  the  development  of  the  export- 
oriented  economy,  and  mobilize  the  enthusiasm  for 
enlarging  the  amounts  of  exchange  earned  from  exports 
in  all  areas.  Fifth,  we  must  do  a  good  job  at  handling  the 
relations  between  our  domestic  market  and  our  markets 
abroad,  making  the  two  help  each  other  move  forward 
and  speeding  up  the  economic  development  of  our 
region. 


3.  Switch  from  emphasis  on  direct  management  to 
emphasis  on  indirect  management. 

As  economic  systems  reforms  are  deepened  and  enter¬ 
prises  gradually  become  relatively  independent  com¬ 
modity  producers  and  managers,  the  planning  and  man¬ 
agement  that  the  planning  departments  of  various  levels 
do  with  regard  to  enterprises  must  gradually  switch 
toward  indirect  management  where  “the  state  regulates 
the  market  and  the  market  guides  enterprises/’  First,  we 
must  continue  to  reduce  the  scope  of  command  plan¬ 
ning.  Command  plans  which  are  transferred  by  the 
national  planning  commission  and  the  various  depart¬ 
ments  to  the  lower  levels  should  be  actively  reported  up 
to  the  higher  levels  and  we  should  strive  to  gradually 
reduce  their  numbers.  Local  command  plan  missions 
which  add  product  varieties  and  increase  quantities 
should,  according  to  conditions,  be  cut  down  regularly 
year  after  year.  Second,  perfect  the  markets  for  key 
elements  of  production  and  make  a  well-ordered  price 
system.  The  primary  responsibility  of  planning  depart¬ 
ments  is  to  control  the  balance  of  overall  amounts  in 
society  and,  on  the  basis  of  demand,  actively  organize 
resources  and  put  them  on  the  market.  Aside  from 
command  plan  missions,  the  funds,  energy  resources  and 
raw  materials  that  enterprises  need  for  production 
should  all  be  solved  through  the  market.  Third,  promote 
development  of  horizontal  enterprise  integration  and 
adopt  such  methods  as  production-demand  links  and 
contract  orders  for  goods  so  as  to  build  up  stable  coop¬ 
erative  relations.  Fourth,  speed  up  the  construction  of 
information  networks  and  do  a  good  job  at  exchanging 
information  and  forecasting  changes  in  market  demand 
so  as  to  reduce  blindness  in  enterprise’s  production. 
Fifth,  improve  the  management  of  command  plans,  give 
expression  as  much  as  possible  to  the  principles  of 
exchange  of  equal  values,  and  adopt  some  favorable 
policies  so  as  to  enable  enterprises  which  have  assumed 
command  plan  missions  to  obtain  reasonable  economic 
results. 


4.  Switch  from  an  emphasis  on  administrative  measures 
to  an  emphasis  on  economic  measures. 

Development  of  a  commodity  economy  and  planning 
work  must  be  built  on  the  foundations  of  the  law  of  value 
and  exchange  of  equal  value.  With  an  emphasis  on 
economic  measures,  we  must  give  full  play  to  the  regu¬ 
lative  role  of  economic  levers  and  mix  our  use  of  legal 
measures  and  the  necessary  administrative  measures. 
One  problem  that  presently  is  in  great  need  of  resolution 
is  that  we  need  to  synthesize  our  use  of  the  various 
economic  levers  and  give  full  play  to  the  functions  of 
joining  of  forces.  Secondly,  we  need  to  do  a  good  job  at 
making  adjustments  and  controls  in  advance.  This 
requires  that  from  now  on  departments  at  all  levels  treat 
economic  levers  as  important  means  to  adjust  economic 
structures,  implement  plans  for  the  development  of  the 
national  economy  and  society,  and  develop  the  socialist 
commodity  economy.  In  the  course  of  working  out  plans, 
planning  departments  must  clearly  raise  important 
issues  necessary  to  carry  out  regulation  of  the  economy 
and  should  research  and  formulate  specific  policy  mea¬ 
sures  together  with  the  Finance  Department,  the  banks, 
the  Price  Bureau  and  other  departments  concerned. 
Furthermore,  make  the  measures  known  to  the  lower 
levels  together  with  the  yearly  plan  as  far  as  possible.  In 
order  to  suit  the  needs  of  this  work  item,  planning 
departments  at  all  levels  should  setup  special  divisions 
responsible  for  the  coordination  of  the  comprehensive 
movement  of  economic  levers,  enrich  their  capabilities, 
and  develop  and  strengthen  their  work. 


5.  Switch  from  emphasis  on  target  planning  toward 
emphasis  on  policy  planning. 

Under  the  conditions  of  continual  reduction  of  com¬ 
mand  plans  and  continual  enlargement  of  guidance  plans 
and  the  scope  of  the  regulative  role  of  the  market,  we 
should  rely  on  the  development  of  planned  channels 
where  policy  guides  the  production  and  management 
activities  of  the  enterprises.  Even  the  quantity  targets 
that  must  be  put  forth  should  also  accord  with  policy 
demands.  Thus,  while  formulating  plans,  not  only  must 
we  determine  the  targets  to  be  completed,  but  more 
importantly,  we  must  determine  the  policy  that  will 
guarantee  the  implementation  of  the  targets.  We  must 
properly  handle  the  relations  between  economic  interests 
in  the  various  areas.  Currently,  study  on  the  following 
policies  urgently  needs  to  be  done.  First,  industrial 
policy — make  further  adjustments  in  industrial  struc¬ 
tures.  Second,  allocation  policy — properly  deal  with  the 
relations  between  central  and  local,  the  state,  the  collec¬ 
tive  and  the  individual.  Third,  technology  policy — fully 
arouse  the  enthusiasm  of  scientists  and  technicians, 
make  great  use  of  international  advanced  technology, 
and  raise  the  technology  levels  of  the  various  depart¬ 
ments  related  to  the  national  economy.  Fourth,  price 
policy — progressively  resolve  the  phenomenon  of  price 
deviating  from  value  and  regulate  supply  and  demand 
relations.  These  policies  cannot  be  completed  all  at  once, 
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however,  they  should  be  treated  as  a  work  item  for 
planning  departments  to  be  constantly  mindful  of,  to 
continually  study,  to  adjust  and  to  improve  upon. 

In  order  to  realize  the  changes  in  the  five  areas  men¬ 
tioned  above,  we  must  emphasize  resolution  of  the  three 
issues  below: 

First,  we  must  further  update  our  thoughts  and  ideas. 
Since  the  3rd  Plenum  of  the  11th  Party  Central  Com¬ 
mittee,  and  following  the  deepening  of  reforms  and  the 
bounding  development  of  the  economy,  the  new  ideas 
about  the  planned  commodity  economy  have  gradually 
grown  stronger  in  the  minds  of  planning  cadres  of  the 
various  levels.  However,  some  outmoded  thoughts  and 
ideas  still  remain  such  as  traditional  ideas  about  the 
product  economy,  opposing  ideas  about  planning  and 
the  market,  modes  of  thinking  along  the  lines  of  “going 
by  the  book,”  and  ideas  of  “control,  restrict  and  repress” 
in  upper  levels  and  “wait,  rely  on  and  stand  in  need”  in 
the  lower  levels.  These  all  influence  the  switching  of 
functions.  We  must  hold  fast  to  the  basic  party  line  on 
the  elementary  stage  of  socialism  and  deepen  our  study 
of  planned  commodity  economy  theory.  We  must  take  as 
our  starting  point  for  consideration  of  all  problems  and 
the  basic  standard  of  inspection  for  all  the  work  whether 
it  is  beneficial  to  the  productive  forces,  further  liberates 
our  thinking,  and  establishes  fully  new  ideas  about 
planning  so  as  to  lay  a  hard-headed  ideological  founda¬ 
tion  for  the  switching  of  functions. 

Second,  make  good  organizational  reforms.  In  keeping 
with  the  spirit  of  Premier  Li  Peng’s  report  to  the  First 
Session  of  the  Seventh  National  People’s  Congress  and 
Comrade  Song  Ping’s  speech,  we  should  integrate  the 
actual  situations  of  planning  work,  implement  organiza¬ 
tional  reform  of  planning  departments  by  separating 
government  organs  and  enterprise,  and  further  simplify 
government  release  of  authority.  We  should  keep  hori¬ 
zontal  relations  in  good  order,  strengthen  comprehensive 
management  and  foreign  economic  management  organi¬ 
zations,  and  we  should  weaken  specialized  management 
organizations,  thereby  creating  comprehensive  eco¬ 
nomic  work  departments  that  are  fully  functioning,  with 
rational  structures,  capable  personnel,  coordinated  oper¬ 
ations,  and  with  high  results  and  flexibility.  Through 
organizational  reform,  ensure  the  implementation  of 
new  functions  from  the  standpoint  of  organization. 

Third,  raise  the  quality  of  cadres.  Switching  of  the 
functions  of  planning  departments  places  the  highest 
demands  on  cadres.  In  order  to  suit  the  work  require¬ 
ments,  we  must  use  many  different  situations  to  train 
cadres  well  and  continually  update  the  ideas  of  the  large 
group  of  cadres,  widen  their  field  of  vision,  increase  their 
abilities,  raise  the  level  of  planning  work  and  promote 
the  healthy  development  of  the  national  economy. 
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[Text] 

I.  The  Selection  of  Policy  Goals 

During  the  9  years  of  its  economic  structural  reform, 
China  has  been  constantly  puzzeled  by  the  expansion  of 
aggregate  demand  except  for  1981  in  which  aggregate 
demand  and  supply  were  balanced.  Inflation — the 
unpredictable  monster — came  along.  The  economic 
structural  reform  is  now  caught  in  a  dilemma.  Judged  by 
the  achievements  already  made  in  the  economic  reform 
and  the  demands  for  economic  growth,  withdrawal  and 
stagnation  certainly  will  not  work.  The  only  choice  is  to 
deepen  the  reform  in  a  timely  manner.  But  the  question 
is  how  to  develop  the  economy  while  stabilizing  it  under 
the  difficult  and  grim  economic  situation. 

Economic  growth  is  often  inseparable  from  stable  prices. 
Neverthless,  foreign  historical  experience  shows  that 
economic  growth  and  stable  prices  cannot  be  had  at  the 
same  time.  As  of  today,  not  one  country  has  been  able  to 
achieve  fast  economic  growth  without  experiencing 
inflation.  However,  there  have  been  some  countries 
which  had  both  fast  economic  growth  and  a  fairly  low 
inflation  rate  at  the  same  time,  but  none  of  them  has 
managed  to  escape  the  soaring  inflation  that  eventually 
hit  them  later;  so  it  is  only  a  matter  of  temporal  differ¬ 
ence  between  economic  growth  and  inflation.  As  you  all 
know,  Japan  created  a  miracle  in  the  economic  history  of 
the  capitalist  world  between  1955  and  1973.  Japan 
achieved  unprecedentedly  high  economic  growth  and 
became  the  second  largest  economic  country  of  the 
world.  But  during  this  period,  Japan’s  consumer  prices 
increased  about  5  percent  every  year  and  close  to  9 
percent  in  some  years.  Since  1973,  Japan  has  suffered 
from  a  runaway  inflation.  1  We  can  also  prove  that 
countries  with  lower  inflation  do  not  necessarily  have 
higher  economic  growth.  The  inflation  rate  of  the  United 
States  has  always  been  high.  In  recent  years,  due  to  the 
adoption  of  a  tight  monetary  policy,  the  U.S.  inflation 
rate  has  been  kept  low.  But  for  this,  the  United  States  has 
suffered  an  economic  stagnation  with  an  annual  eco¬ 
nomic  growth  rate  of  only  2  to  3  percent  and  changed 
from  the  world’s  largest  creditor  nation  to  the  world’s 
largest  debtor  nation.  This  explains  that  fast  economic 
growth  is  always  accompanied  by  high  inflation  and  that 
a  low  inflation  rate  does  not  necessarily  help  the  econ¬ 
omy  develop  at  a  high  speed. 
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In  China,  developing  the  economy  should  be  the  main 
goal  of  macroeconomic  policy  because  the  basic  task  for 
the  initial  stage  of  socialism  is  to  develop  productive 
forces  and  achieve  economic  growth.  How  can  we  tell 
that  socialism  is  superior  if  our  economy  is  underdevel¬ 
oped  and  our  people  live  in  poverty?  However,  the 
superiority  of  socialism  should  be  demonstrated  in  the 
stability  of  prices.  This  is  the  reason  why  China  did  not 
give  up  for  a  long  time  the  policy  to  stabilize  prices.  But 
the  economic  reform  since  1979  has  brought  about 
drastic  changes  in  China’s  economic  situation.  On  the 
one  hand,  the  reform  has  helped  the  economy  develop 
rapidly.  Between  1979  and  1987,  calculated  according  to 
comparable  prices,  China’s  GNP  and  national  income 
increased  at  an  average  rate  of  9.3  percent  and  8.8 
percent  a  year  respectively.  2  On  the  other  hand,  during 
the  reform,  prices  also  increased  sharply.  In  1987  the 
national  retail  consumer  price  index  was  45.6  percent 
higher  than  in  1978,  an  average  increase  of  4.3  percent  a 
year.  3  Fast  economic  growth  can  reduce  the  friction 
caused  by  the  coexistence  of  old  and  new  systems  and  lay 
a  solid  foundation  for  transferring  China’s  economy  to 
the  period  of  an  economic  takeoff.  But  sharp  price 
increases  may  also  become  the  main  obstruction  in  the 
process  of  the  above  transfer.  This  is  where  the  difficulty 
is  in  deepening  the  reform. 

To  further  deepen  the  reform,  we  must  make  the  final 
choice  between  the  two  difficult  choices.  In  my  opinion, 
given  that  we  cannot  have  both  economic  growth  and 
stable  prices,  we  should  put  the  former  in  a  primary 
position.  The  reasons  are: 

1.  China’s  economy  is  still  very  backward  and  occupies  a 
very  insignificant  position  in  the  world  economy. 
According  to  the  statistics  of  the  World  Bank,  in  1985 
China’s  per-capita  GNP  was  only  $310  and  China  was 
considered  a  low-income  nation  and  ranked  23  from  the 
bottom  of  the  list  of  128  countries  and  areas  of  the  world 
(not  including  countries  and  areas  with  a  population  of 
less  than  1  million).  4  What  is  more  dangerous  is  that  the 
gap  between  China  and  developed  countries,  even  some 
developing  countries,  is  expanding  continuously  as  each 
day  goes  by.  5  Some  people  estimated  that  if  the  per- 
capita  GNP  of  developed  countries  increased  at  an 
average  rate  of  2  percent  a  year  and  ours  increased  at  an 
average  rate  of  5  percent  a  year,  it  will  take  1 2 1  years  for 
us  to  catch  up  with  developed  countries,  according  to  the 
officical  rate  of  exchange.  This  is  still  a  fairly  optimistic 
estimate. 

The  above  situation  explains  why  our  economic  devel¬ 
opment  is  lagging  seriously  behind,  so  we  must  wake  up 
to  this  fact  and  rise  to  catch  up  with  others.  The  1 3th 
Party  Congress  has  clearly  pointed  out  the  orientation  of 
economic  construction,  but  unfortunately  many  people 
of  the  theoretical  circle  are  still  in  doubt.  They  are 
shocked  by  the  fast  economic  growth  in  the  past  few 
years  and  use  the  popular  word  “overheating”  to 
smother  it.  We  do  not  need  to  hide  the  fact  that  there 
have  been  some  “overheating”  factors  in  the  economic 


development  of  the  past  few  years  such  as  consumption 
overheating.  But  whether  or  not  investment  is  overheat¬ 
ing  remains  a  question  that  cannot  be  easily  answered 
with  a  general  answer.  The  scale  of  fixed-asset  invest¬ 
ment  has  always  been  on  the  large  side,  but  its  growth  has 
slowed  down  considerably  in  the  past  2  years.  In  1987, 
the  fixed-asset  investment  of  state-owned  enterprises 
increased  14.4  percent  6  compared  with  the  previous 
year,  the  lowest  growth  rate  since  1984.  The  scale  of 
fixed-asset  investment  has  been  reduced  to  the  lowest 
level.  The  main  problem  of  investment  is  the  irrational¬ 
ity  of  structure.  We  have  invested  too  much  in  non¬ 
productive  construction,  especially  hotels  and  restau¬ 
rants,  too  little  in  basic  industries  such  as  energy  and  raw 
materials;  too  much  in  township  enterprises  and  not 
enough  in  basic  trades  such  as  agriculture.  The  growth 
rate  of  agricultural  production  was  3.4  percent  in  1986 
and  4  percent  in  1987.  The  growth  rate  of  grain  output 
was  even  lower,  only  2.8  percent  in  1987.  2  Judged  by 
these  figures,  reducing  total  investment  to  solve  the 
problem  of  investment  structure  is  obviously  defeating 
the  purpose. 

2.  It  is  too  early  to  try  to  achieve  price  stability  and 
economic  growth  through  powerful  tightening  measures 
under  the  current  situation  of  price  rises  and  before  the 
mechnism  of  economic  operations  and  overall  regulation 
and  control  is  perfected.  Tightening  can  only  reduce 
production  and  not  control  price  increases.  This  is 
because  China’s  current  price  increases  are  caused  by  the 
factors  of  growing  demands,  production  cost,  and  espe¬ 
cially  structural  problems;  therefore,  using  only  currency 
or  financial  policy  to  control  price  increases  that  are 
caused  by  non-currency  factors  simply  does  not  work. 
The  tightening  policy  is  not  very  effective  even  in  the 
control  of  growing  demands.  Judged  from  the  control  of 
investment  demands,  the  tightening  policy  means  reduc¬ 
ing  credit.  Of  which,  enterprises’  working  capital  loans 
cannot  be  reduced  because  reducing  such  loans  may 
cause  enterprises  to  stop  work  for  lack  of  materials  and 
reduce  production.  So  the  only  part  that  can  be  reduced 
is  fixed  capital  loans.  However,  under  the  current  invest¬ 
ment  system,  there  is  a  mechanism  inside  enterprises  to 
encourage  investment  but  there  is  no  mechanism  outside 
enterprises  to  control  investment.  Once  an  enterprise 
finds  that  it  does  not  have  funds  for  fixed-asset  invest¬ 
ment  and  cannot  satisfy  its  desire  for  investment,  it 
would  use  working  funds  for  fixed-asset  investment.  The 
resulting  shortage  of  working  funds  will  then  force  the 
bank  to  reopen  the  lending  door. 

Judged  from  the  control  of  consumption  demands,  the 
tightening  policy  especially  lacks  the  means  of  control 
over  consumption  demands.  An  important  cause  for  the 
loss  of  control  over  price  increases  in  the  past  few  years 
is  the  excessive  growth  of  consumption  demands  and  the 
expansion  of  consumption  funds.  This  inflation  is  dif¬ 
ferent  from  before.  Previous  bouts  of  inflation  were 
mostly  caused  by  the  expansion  of  investment  demands 
and  therefore  could  be  controlled  by  adopting  coercive 
measures  to  reduce  the  total  supply  of  credit;  whereas 


JPRS-CAR-88-058 
23  September  1988 


13 


ECONOMIC 


this  bout  of  inflation  was  caused  by  the  expansion  of 
investment  demands  which  later  caused  consumption 
demands  to  increase  and  become  the  main  factor  of  the 
inflation.  The  experience  of  all  countries  has  proved  that 
it  is  very  difficult  to  control  inflation  caused  by  the 
expansion  of  consumption  demands  because  the  exist¬ 
ence  of  the  rigidity  of  income  and  interests  and  the 
exemplary  effect  could  only  cause  consumption  funds  to 
increase  continuously. 

3.  Even  if  we  succeeded  in  controlling  prices  after 
making  great  efforts  and  paying  a  great  price,  our  econ¬ 
omy  is  not  guaranteed  to  grow.  As  mentioned  before,  a 
low  inflation  rate  does  not  necessarily  help  the  economy 
develop  faster.  China  has  a  shortage  economy  whose 
development  is  ultimately  restricted  by  natural 
resources.  It  is  true  that  we  will  run  into  the  same 
problem  when  we  develop  our  economy  under  the  cur¬ 
rent  situation,  but  it  is  at  least  better  than  having  to 
develop  our  economy  after  suffering  from  the  “pains” 
caused  by  the  above-mentioned  tightening  measures. 
Therefore,  under  the  current  economic  situation,  eco¬ 
nomic  growth  is  the  primary  goal  for  China’s  macroeco¬ 
nomic  policy. 

II.  The  Selection  of  the  Best  Policy 

Putting  economic  growth  first  does  not  mean  that  we  do 
not  want  stable  prices.  The  situation  and  practicality 
force  us  to  put  price  stability  second,  but  we  will  not 
relax  price  control  because  of  this,  still  less  will  we  adopt 
an  inflationary  policy.  Our  task  is  to  maximize  economic 
growth  and  minimize  inflation.  Otherwise,  there  will  be 
no  need  for  us  to  formulate  a  macroeconomic  policy  and 
control  aggregate  social  demand.  Of  course,  exercising 
control  over  aggregate  social  demand  does  not  mean 
tightening  everything.  Instead,  it  means  regulating  aggre¬ 
gate  social  demand  by  appropriately  relaxing  in  some 
areas  and  tightening  in  others.  This  is  the  fundamental 
basis  for  the  selection  of  our  macroeconomic  policy. 

The  regulation  of  aggregate  social  demand  may  be 
focused  on  financial  and  monetary  policies.  The  main 
function  of  financial  policy  is  to  regulate  aggregate  social 
demand  through  tax,  budget,  and  spending  policies  to 
achieve  a  balance  between  aggregate  demand  and  supply. 
The  monetary  policy  is  to  change  the  interest  rate  by 
increasing  or  reducing  the  money  supply,  thereby  regu¬ 
lating  investment  demands.  This  shows  that  financial 
and  monetary  policies  have  different  policy  tools  and 
work  in  different  sectors  of  the  economy.  Many  people 
think  that  financial  policy  works  mainly  in  the  field  of 
distribution  while  the  monetary  policy  works  mainly  in 
the  field  of  circulation.  I  think  this  view  is  one-sided. 
The  nature  of  finance  determines  the  important  role  of 
financial  policy  in  the  field  of  distribution,  but  the  role  of 
financial  policy  in  regulating  consumption  must  not  be 
ignored  either.  Through  the  tax  policy  (which  affects  the 
residents’  income)  and  spending  policy  (which  affects  the 
purchasing  power  of  social  organizations),  financial  pol¬ 
icy  also  affects  consumption.  In  addition  to  regulating 


the  amount  of  currency  circulation  to  suit  the  amount  of 
commodity  circulation  in  the  field  of  circulation,  mon¬ 
etary  policy  also  regulates,  through  interest  rate  policy, 
enterprises’  investment  activities  in  the  field  of  produc¬ 
tion.  Therefore,  financial  policy  works  mainly  in  the 
fields  of  distribution  and  consumption  while  monetary 
policy  works  mainly  in  the  fields  of  production  and 
circulation.  This  is  an  important  basis  for  the  selection  of 
our  macroeconomic  policy. 

Since  financial  and  monetary  policies  each  have  their 
own  policy  tools  and  work  in  different  fields,  they  should 
be  used  together  in  macroeconomic  management.  Usu¬ 
ally,  there  are  four  different  ways  of  pairing  up  these  two 
policies,  namely  a  loose  financial  policy  with  a  loose 
monetary  policy,  a  loose  financial  policy  with  a  tight 
monetary  policy,  a  tight  financial  policy  with  a  loose 
monetary  policy,  and  a  tight  financial  policy  with  a  tight 
monetary  policy.  Different  financial  and  monetary  pol¬ 
icies  should  be  adopted  for  different  economic  situa¬ 
tions.  Different  policies  can  create  different  policy 
effects. 

At  the  present,  the  major  problem  China’s  economy  now 
faces  is  the  expansion  of  the  aggregate  demand.  Appar¬ 
ently,  we  cannot  use  a  loose  financial  policy  along  with  a 
loose  monetary  policy.  Since  the  expansion  of  China’s 
aggregate  demand  is  caused  mainly  by  the  excessive 
growth  of  consumption  demands  and  the  irrational 
structure  of  investment  demands,  using  a  loose  financial 
policy  along  with  a  tight  monetary  policy  will  lead  to  just 
the  opposite  of  what  we  want.  A  tight  financial  policy 
along  with  a  tight  monetary  policy  usually  should  not  be 
adopted  unless  it  is  absolutely  necessary.  During  the 
serious  inflation  of  the  1960’s,  China  used  the  “double 
tight”  policy.  But  our  situation  is  different  now.  For  one 
thing,  we  need  to  deepen  the  reform  and  develop  the 
economy.  For  another,  this  inflation  is  not  as  serious  as 
the  one  in  the  1960’s.  According  to  the  statistics  of  the 
World  Bank,  China’s  annual  inflation  rate  between  1980 
and  1985  was  2.4  percent  8  which  was  relatively  low 
compared  to  other  countries.  Although  prices  increased 
by  a  large  margin  in  1986  and  1987,  judged  from  the 
situation  as  a  whole,  things  are  not  as  serious  as  some 
people  thought.  Therefore,  the  “double  tight”  policy 
should  not  be  adopted  for  it  may  do  more  harm  than 
good.  A  tight  financial  policy  along  with  a  loose  mone¬ 
tary  policy  are  the  best  choice  for  China’s  macroecono¬ 
mic  policy. 

Adopting  a  tight  financial  policy  along  with  a  loose 
monetary  policy  can  avoid  or  reduce  the  various  draw¬ 
backs  of  the  “double  tight”  policy  such  as  hindering  the 
reform  of  financial  and  monetary  systems  and  the  read¬ 
justment  of  economic  structure.  We  need  to  adopt  a  tight 
financial  policy  because  it  can  control  consumption 
demands  and  more  importantly  because  the  current 
financial  system  is  irrational.  Under  the  current  finan¬ 
cial  system,  all  tax  rates  are  high  only  in  name.  In  reality, 
enterprises  often  get  to  lighten  or  exempt  themselves 
from  tax  burdens  by  bargaining.  In  addition,  since  the 
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tax  law  and  system  are  not  perfect,  the  phenomenon  of 
tax  evasion  is  serious  among  enterprises  and  some  indi¬ 
vidual  industrial  and  commercial  households.  The 
uncertainty  of  tax  revenue  and  the  irrationality  of  the  tax 
law  and  system  have  substantially  reduced  revenue  while 
expenditure  continues  to  increase.  Administrative 
expenses,  in  particular,  have  increased  extremely  fast 
since  1982  and  its  increase  rate  is  much  higher  than  that 
of  revenue  in  the  same  period.  This  has  resulted  in  the 
loss  of  control  over  the  purchasing  power  of  social 
organizations.  In  1986,  the  purchasing  power  of  social 
organizations  in  China  was  46.2  billion  yuan.  Between 
January  and  October  1987,  it  showed  an  increase  of  20.2 
percent 9  over  the  previous  year.  The  final  result  of  the 
above  situation  is  fiscal  deficits  and  price  increases. 
Between  1979  and  1986,  fiscal  deficits  totalled  49.01 
billion  yuan  (after  deducting  the  2.16  billion  yuan  of 
surplus  in  1985).  10  The  fiscal  deficits  will  reach  100 
billion  yuan  if  we  take  into  consideration  the  29.93 
billion  yuan  of  treasury  bonds  issued  by  the  state  during 
this  period,  the  amount  of  local  fiscal  surplus  drawn  by 
the  state  financial  department,  and  the  8  billion  yuan  of 
budget  deficits  for  1987.  Since  there  is  no  balance  from 
previous  years,  the  near  50  billion  yuan  of  fiscal  deficits 
were  covered  by  overdrawing  on  the  bank.  Undoubtedly, 
fiscal  deficits  are  one  of  the  main  causes  for  the  current 
oversupply  of  currency  in  China.  Under  this  condition, 
should  we  fail  to  adopt  a  tight  financial  policy,  the 
consequences  will  be  dreadful  to  comtemplate. 

As  for  the  reason  for  adopting  a  loose  monetary  policy, 
as  I  said  before,  a  tight  monetary  policy  not  only  cannot 
control  excessive  consumption  demands  but  can  affect 
production  and  investment  whereas  a  loose  monetary 
policy  can  help  accelerate  production  development  and 
create  a  relaxed  economic  environment  for  the  reform. 

To  implement  a  tight  financial  policy  and  a  loose  mon¬ 
etary  policy,  we  may  consider  the  following  measures  at 
the  present:  1)  make  the  tax  law  more  serious  and  less 
flexible  while  continuing  the  existing  tax  rates;  2)  draft  a 
new  personal  income  tax  law  to  increase  revenue  from 
domestic  personal  income  taxes;  3)  continue  to  restrict 
capital  construction  spendings  and  exercise  a  tight  con¬ 
trol  over  administrative  expenditures;  4)  appropriately 
increase  money  supply  in  accordance  with  the  needs  of 
production;  5)  adopt  differential  rates  of  interest  and 
emphasize  the  readjustment  of  economic  structure;  and 
6)  stop  fiscal  advances  including  fiscal  overdrafts  and  the 
transfer  of  enterprises’  working  capital  to  fixed  assets. 

III.  Supplementary  Measures  for  the  Implementation  of 
Policies 

1.  Improve  coordination  between  planning  and  policies. 
The  coordination  between  the  national  economic  plan¬ 
ning  and  financial  and  monetary  policies  also  concerns 
the  success  and  failure  of  macroeconomic  management. 
Due  to  a  lack  of  coordination  with  financial  and  banking 
departments,  the  State  Planning  Commission  blindly 
draws  up  some  impractical  administrative  plans  only  to 


find  the  plans  fail  and  lose  the  overall  control.  We  have 
had  too  many  profound  lessons  in  this  regard.  The  saying 
that  “the  planning  commission  sets  the  plate  while 
financial  and  banking  departments  issue  paper  money” 
is  a  realistic  portray  of  the  above  situation.  What  is  more 
serious  is  that  among  the  calls  for  bringing  in  the  market 
mechanism  in  the  past  few  years,  the  function  of  China’s 
planning  system  have  been  weakened.  Some  policymak¬ 
ing  departments  ignore  the  guiding  function  of  planning, 
unduly  trust  the  market  mechanism,  and  slacken  their 
efforts  to  carry  out  their  plans.  I  think  that  we  should  not 
show  any  sign  of  slackening  in  the  coordination  of 
planning  and  policies  especially  during  the  trasitional 
period  before  the  economic  takeoff.  Instead,  we  should 
tighten  the  control  of  planning  in  certain  areas.  For 
instance,  most  of  the  plans  we  formulated  are  annual 
economic  development  plans  and  very  few  arc  interme¬ 
diate-  and  long-term  financial  and  credit  balance  plans. 
So  our  financial  and  monetary  policies  can  only  focus  on 
the  control  of  short-term  goals  and  are  unable  to  do 
anything  about  achieving  intermediate-  and  long-term 
goals.  To  enhance  coordination  between  planning  and 
government  departments,  many  developing  countries 
have  established  special  coordinating  organs.  Such  man¬ 
agement  methods  are  worth  copying. 

2.  Do  a  good  job  in  linking  wages  to  prices.  The  imple¬ 
mentation  of  every  policy  must  be  aimed  at  improving 
the  people’s  living  standards.  Workers’  wage  reflects  the 
true  picture  of  workers’  living  standards.  Under  the 
current  situation  of  price  increases,  adopting  a  tight 
financial  policy  and  a  loose  monetary  policy  is  difficult 
to  stop,  or  may  even  worsen,  price  increases.  This 
requires  that  we  take  other  remedial  measures  to  ensure 
that  workers’  living  standards  will  not  decline  as  a  result 
of  price  increases.  Workers  cannot  take  the  pressure  of 
price  increases  unless  their  wages  are  linked  to  prices  to 
ensure  that  their  wage  level  rises  as  price  index  rises. 
However,  linking  wages  to  prices  is  a  very  complex, 
theoretical  and  technical  issue  and  should  be  handled 
carefully. 

3.  Vigorously  develop  a  long-term  money  market  and 
channel  capital  flow  in  a  timely  manner.  Developing  a 
long-term  money  market  can  transform  a  part  of  resi¬ 
dents’  consumption  funds  into  production  funds  to 
support  basic  industries  and  major  state  construction 
projects,  thus  accelerating  the  readjustment  of  industrial 
structure.  In  this  way,  we  can  lighten  the  pressure  caused 
by  the  loose  monetary  policy  on  the  market  and  alleviate 
the  shortage  of  construction  funds  caused  by  the  tight 
financial  policy.  At  the  same  time,  opening  bond  market, 
especially  state  bond  exchange  market,  can  find  a  way  to 
raise  revenue  and  provide  a  powerful  policy  tool  (the 
policy  tool  of  open  market  operation)  for  the  central 
bank  to  exercise  overall  monetary  regulation  and  con¬ 
trol. 

Footnotes: 

1.  Statistics  come  from  “The  Monetary  Policy  of  the 
Bank  of  Japan  and  Its  Regulatory  Functions,”  published 
by  the  publishing  house  of  China’s  Banking 
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2.  Calculated  in  accordance  with  relevant  materials  in 
“The  1987  Bulletin  on  the  Statistics  of  National  Econ¬ 
omy  and  Social  Development”  and  “China’s  Statistical 
Yearbook” 

3.  Ibid 

4.  Page  202,  “The  1987  World  Development  Report”  of 
the  World  Bank 

5.  See  7  March  1988  “The  World  Economic  Reporter” 

6.  See  “The  1987  Bulletin  on  the  Statistics  of  National 
Economy  and  Social  Development”  and  24  February 
1988  “Economic  Reporter” 

7.  Ibid 

8.  Page  202,  “The  1987  World  Development  Report”  of 
the  World  Bank 

9.  See  27  February  1988  “Guangming  Ribao” 

10.  Relevant  data  derive  from  “China’s  Statistical  Year¬ 
book”  of  1987 
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Proposed  Measures  for  Reforming  Banking 
Industry 

40060490  Beijing  CAIMAO  JINGJI  [FINANCE  AND 
TRADE  ECONOMICS]  in  Chinese 
No  6,  II  Jun  88  pp  36-38,  27 

[Article  by  Zhang  Zhongshan  1728  1813  1472  and  Zhao 
Huaizhu  6392  2037  3796:  “The  State  Should  Concen¬ 
trate  on  Developing  the  Banking  Industry  in  the  Eastern 
Coastal  Region”] 

[Text]  The  theory  of  the  initial  stage  of  socialism  put 
forward  by  the  1 3th  NPC  has  enormous  significance  for 
us  as  we  try  to  reassess  financial  work  over  the  past  39 
years,  particularly  financial  reform  in  the  last  9  years, 
overhaul  China’s  banking  industry,  and  establish  a 
financial  system  with  Chinese  characteristics. 

I 

1.  China’s  socialist  banking  industry  has  its  origins  in 
bureaucrat  capitalist  banks  of  old  China,  in  war  commu¬ 
nist  banks  of  the  era  of  revolutionary  bases,  and  in  state 
banks  established  under  the  planned  economy.  Inherit¬ 
ing  what  history  has  bequeathed  to  us  and  owing  to 
objective  environmental  factors,  China’s  banking  indus¬ 
try  is  actually  founded  on  an  underdeveloped  commod¬ 
ity  economy  and  highly  developed  relations  of  social 
production,  which  are  extremely  incompatible  with  each 
other.  Hence  these  unique  contradictions  in  the  banking 
industry.  The  maximum  effectiveness  of  indirect  regula¬ 
tory  mechanisms  and  the  prompt  effectiveness  of  direct 
regulatory  mechanisms  have  combined  to  create  a 


macroeconomic  banking  regulatory  system  with  both  the 
spontaneity  of  economic  regulation  and  the  rigidity  of 
administrative  regulation.  The  banking  industry  objec¬ 
tively  supports  the  stable  development  of  a  commodity 
economy  even  as  state  banks  support  the  social  function 
of  government  budgeting,  which  makes  the  act  of  putting 
money  into  circulation  an  economic  as  well  as  a  non¬ 
economic  activity.  To  achieve  a  comprehensive  balance, 
the  planning  system  demands  a  high  degree  of  central¬ 
ization.  On  the  other  hand,  the  market  operates  accord¬ 
ing  to  the  principle  of  the  survival  of  the  fittest.  As  a 
result,  lending  in  China  is  both  planned  and  market- 
oriented.  Traditional  government  control  of  banking  has 
made  Chinese  banking  institutions  uniform.  On  the 
other  hand,  the  notion  of  banks  managing  banks  has 
diversified  such  institutions.  Because  of  the  state’s 
demands  on  the  banks,  the  latter  are  evaluated  by  their 
performance  in  meeting  social  purposes.  In  contrast,  the 
banking  industry’s  expectations  of  the  state  have  made 
them  more  conscious  of  their  own  interests.  These  con¬ 
tradictions  and  conflicts  have  given  the  banking  industry 
in  the  initial  stage  the  following  basic  characteristics:  1) 
The  dualism  of  bank  functions.  Since  the  banking  system 
and  regulatory  mechanisms  continue  to  take  shape  and 
improve  throughout  the  initial  stage  of  socialism,  bank 
functions  are  in  a  stage  of  transition  between  the  old  and 
new  systems,  a  lengthy  process  characterized  by  their 
coexistence.  As  a  state  bank,  the  central  bank  must,  on 
the  one  hand,  deploy  all  its  economic  regulatory  tools  to 
manage  and  supervise  the  nation’s  financial  institutions 
and  financial  market,  implement  the  state’s  mandatory 
policies,  provide  the  state  with  credit,  act  as  the  state’s 
cashier,  and  manage  the  state’s  gold  and  foreign 
exchange  reserves.  On  the  other  hand,  it  must  support 
other  government  activities,  coordinate  itself  with  the 
government,  and  serve  its  various  needs.  As  a  bank  of 
issue,  the  central  bank  cannot  increase  the  money  supply 
as  much  as  the  development  of  the  social  commodity 
economy  requires  in  order  to  maintain  currency  stabil¬ 
ity.  Instead,  it  must  decide  how  much  money  to  pump 
into  circulation  by  considering  the  extent  to  which 
government  desires  to  expand  the  economy  and  the 
mandatory  nature  of  special  banks’  lending  capacity.  As 
a  banks’  bank,  it  assumes  the  obligations  of  the  final 
creditor,  on  the  one  hand,  and  allocates  funds  among 
various  financial  institutions  in  accordance  with  a  plan 
and  driven  by  the  planned  management  of  credit  funds, 
and  engages  in  some  lending  activities,  on  the  other.  The 
central  bank,  therefore,  discharges  two  kinds  of  func¬ 
tions — macromanagement  and  monetary  operations.  As 
for  the  various  special  banks,  they  specialize  in  credit 
operations  in  a  certain  field  and  regulate  their  credit 
activities  in  accordance  with  the  government’s  monetary 
policy,  thus  stimulating  banking  on  the  micro  level.  At 
the  same  time,  they  must  play  a  leading  role  in  the 
banking  industry  by  managing  the  macroeconomy  on 
behalf  of  the  state. 

2.  The  longstanding  coexistence  of  a  multitude  of  finan¬ 
cial  institutions,  led  by  state  banks.  Clearly  the  existence 
of  a  variety  of  economic  forms  is  inconsistent  with  the 
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presence  of  one  single  form  of  state  bank.  Thus  there  is 
an  objective  need  to  reform  the  existing  banking  system 
and  diversify  financial  institutions.  However,  the  diver¬ 
sification  of  financial  institutions  should  not  be  rigidly 
interpreted  to  mean  that  there  must  a  separate  kind  of 
financial  institution  to  serve  a  particular  economic  form. 
Instead,  we  should  do  what  the  situation  requires  and 
take  the  actual  needs  of  the  development  of  a  commodity 
economy  as  our  starting  point.  In  general,  the  initial 
stage  of  socialism  will  continue  to  see  for  years  to  come 
a  banking  system  dominated  by  state  banks  where  banks 
are  responsible  for  their  profits  and  losses  and  develop 
on  their  own  and  where  a  multitude  of  ownership 
systems  and  operating  methods  coexist. 

3.  A  strained  money  supply.  There  are  two  reasons  for 
the  shortage  of  money  supply  so  common  in  economic 
operations  and  development  in  the  real  world.  The  first 
has  to  do  with  the  system-driven  growth  in  demand. 
Much  weaker  than  private  ownership  in  restraining 
demand,  public  ownership  opens  the  floodgates  of  the 
pent-up  consumption  demand  of  the  masses,  a  demand 
which  tends  to  grow  inexorably.  Second,  the  intense 
desire  to  shake  off  backwardness  and  the  impatience  to 
bring  forth  the  superiority  of  socialism  make  for  an 
overheated  economy,  accompanied  by  an  over-expan¬ 
sion  of  the  scale  of  capital  construction  and  consumption 
demand.  Yet  because  of  a  low  level  of  productive  forces 
and  economic  underdevelopment,  funds  and  materials 
are  in  a  constant  state  of  scarcity.  In  particular,  the 
shortage  of  funds  is  exacerbated  by  the  inefficient  way  in 
which  funds  are  utilized  and  by  waste.  This  imbalance 
will  continue  to  manifest  itself  as  scarcity  for  a  consid¬ 
erable  period  of  time.  In  other  words,  the  internal 
driving  force  of  scarcity  is  neither  nature  nor  the  opera¬ 
tional  needs  of  the  economy.  Rather  it  is  part  of  the 
process  as  the  government  or  society  pursues  fast  eco¬ 
nomic  growth.  Furthermore,  the  less  developed  the  econ¬ 
omy  and  the  keener  the  government  to  achieve  fast 
growth,  the  tighter  the  supply  of  funds,  not  plentiful  to 
begin  with,  will  be.  This  is  an  objective  inevitable  fact  in 
the  initial  stage. 

4.  The  uneven  and  mixed  nature  of  the  development  of 
the  money  market.  China  must  not  expect  the  commod¬ 
ity  economy  to  develop  at  a  uniform  pace  throughout  the 
country.  Because  the  commodity  economy  is  more 
developed,  the  scale  of  credit  more  extensive,  and  the 
returns  on  fund  utilization  better  in  the  east  than  in  the 
west,  the  money  market  will  develop  highly  unevenly. 
Traveling  from  the  east  to  the  west,  we  can  see  the  money 
market  operating  at  three  levels — high,  intermediate, 
and  low — and  on  three  different  scales — large,  interme¬ 
diate,  and  small.  While  this  uneven  pattern  of  develop¬ 
ment  may  change  as  the  economy  develops,  it  is 
unavoidable  and  is  actually  much  needed  in  view  of  our 
economic  development  strategy  in  the  initial  stage.  Nev¬ 
ertheless,  uneven  development  does  not  exclude  inter¬ 
mingling.  Maybe  it  is  the  intermingling  of  different 
forms  of  money  markets  and  activities  that  gives  China’s 
financial  system  its  distinctive  characteristic. 


5.  Instability  of  economic  regulatory  tools.  An  objective 
requirement  of  the  commodity  economy  is  that  eco¬ 
nomic  tools  be  used  to  regulate  economic  life.  In  the 
initial  stage,  however,  the  financial  market  remains 
immature,  the  market  system  is  murky  and  far  from 
perfect,  and  the  market  mechanisms  are  insensitive.  To 
rely  solely  on  market  mechanisms  under  these  circum¬ 
stances  cannot  resolve  some  of  the  more  knotty  problems 
in  financial  development.  On  the  contrary,  the  use  of 
market  mechanisms  may  even  hurt  economic  develop¬ 
ment  because  of  distortions  in  market  information.  To 
correct  this  error,  we  have  no  alternative  but  to  utilize 
direct  regulatory  methods  and  take  mandatory  adjust¬ 
ment  measures  whenever  necessary.  The  fact  that  meth¬ 
ods  of  administrative  regulation  are  highly  effective  in 
the  short  run  and  the  randomness  of  economic  regula¬ 
tory  tools  put  credit,  interest  rates,  the  market,  and  other 
regulatory  instruments  in  a  constant  state  of  unstable 
subordination  or  adjustment. 

6.  Many  players  involved  in  management  and  opera¬ 
tions.  In  light  of  China’s  existing  financial  system  and 
the  requirements  of  financial  reform,  management  and 
operations  in  the  banking  industry  in  the  initial  stage 
take  place  essentially  at  three  levels.  At  the  highest  level, 
that  is,  the  level  of  national  macromanagement,  are 
financial  institutions  which,  through  their  own  manage¬ 
ment  and  operations,  can  allocate  funds  properly  among 
all  regions  and  sectors  throughout  the  nation.  At  the 
intermediate  level,  that  is,  the  level  of  local  or  regional 
management  and  operations,  are  financial  institutions 
capable  of  allocating  funds  equitably  and  utilizing  funds 
effectively  in  extensive  economic  regions.  At  the  lower 
level,  that  is,  the  level  at  which  each  microfinancial 
institution  manages  itself  and  operates  on  its  own,  are 
financial  institutions  which  must,  through  their  manage¬ 
ment  and  operations,  effectively  utilize  the  fixed  amount 
of  funds  at  their  disposal  to  make  the  most  of  them. 
These  levels  are  interdependent  and  interactive,  giving 
Chinese  finance  its  special  form  of  management  and 
operations. 

7.  The  diffusion  of  investment  choices.  Economic  struc¬ 
tural  reform  is  necessarily  accompanied  by  the  phenom¬ 
enon  that  the  central  government,  localities,  sectors, 
enterprises,  and  other  units  all  have  some  funds  to  be 
used  completely  at  their  discretion.  These  funds,  which 
cannot  be  appropriated  by  other  units  at  will,  constitute 
the  material  base  for  diffused  investment.  The  diffusion 
of  investment  choices  may  mean  that  funds  are  used 
somewhat  haphazardly.  But  it  is  exactly  such  diffusion 
that  compels  the  units  which  stand  to  gain  the  most  to  go 
after  information  and  learn  everything  about  the  market 
so  that  they  can  make  the  right  investment  decisions, 
draw  up  an  investment  plan,  and  avoid  wasting  funds. 
Since  it  will  help  improve  investment  returns,  it  is  an 
investment  strategy  well  suited  to  Chinese  conditions. 

8.  The  unevenness  of  the  development  of  the  banking 
industry.  The  banking  industry  started  out  at  three  levels 
depending  on  the  location.  This  is  because  regions  differ 
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in  the  level  of  economic  development,  in  the  economic 
units  supported  by  financial  institutions,  in  the  climate 
of  credit  activities,  in  technology  and  equipment,  in 
geographical  conditions,  and  in  the  caliber  of  their 
personnel.  It  is  difficult  to  remove  these  spatial  differ¬ 
ences.  In  terms  of  time,  the  eastern  coastal  region,  with 
its  developed  economy  and  solid  infrastructure,  is 
uniquely  endowed  by  nature  to  develop  a  banking  indus¬ 
try.  Aided  by  the  state’s  special  preferential  policies,  the 
east  has  been  developing  at  a  pace  the  west  cannot  hope 
to  match.  Such  unevenness  in  level  and  pace  of  develop¬ 
ment  can  very  well  lead  to  a  scissors-like  development 
pattern.  Of  course,  unbalanced  development  may  occur 
in  any  society  and  under  any  circumstances.  But  if  a 
large  and  economically  backward  country  like  China 
wants  to  be  modernized,  it  has  no  alternative  but  to  opt 
for  a  development  strategy  that  sets  regional  priorities 
and  allows  some  areas  to  take  off  economically  as  soon  as 
possible  so  that  the  development  there  may  trickle  down 
to  the  less  developed  areas,  thus  fueling  their  economic 
growth.  For  this  reason,  imbalance  will  always  be 
around. 

II 

The  purpose  in  studying  the  above-mentioned  character¬ 
istics  of  the  banking  industry  in  the  initial  stage  is  to  use 
them  as  our  starting  point  to  review  the  reform  experi¬ 
ence  in  the  last  9  years,  correct  the  direction  of  reform, 
and  remodel  the  reform  framework.  Herein  lies  the  key 
to  successful  reform.  In  light  of  the  needs  of  reform  and 
the  reality  in  the  development  of  a  Chinese  banking 
industry,  we  believe  the  industry’s  hope  are  pragmatism 
and  innovation.  The  objective  of  financial  reform  is  to 
take  advantage  of  the  diversification  of  financial  institu¬ 
tions  to  establish  a  mature  financial  market  and  a 
flexible  and  effective  macroregulating  system. 

1.  Develop  diverse  financial  institutions. 

a.  Reform  the  system  of  state  banks.  First,  change  the 
internal  operating  mechanisms  within  special  banks  by 
implementing  different  kinds  of  the  management 
responsibility  systems  and  by  transforming  existing 
major  special  banks  into  economic  entities  that  practice 
independent  accounting  and  self-management,  be 
accountable  for  their  own  profits  and  losses,  and  pursue 
self-development.  De-emphasize  the  vertical  allocation 
of  funds  from  the  top  down.  Second,  as  special  banks 
stop  seeking  funds  from  their  parent  banks,  those  at  the 
provincial,  municipal,  and  autonomous  region  levels 
should  be  allowed  to  operate  independently  under  the 
comprehensive  financial  management,  supervision,  and 
guidance  of  the  People’s  Bank  of  China.  Right  now  the 
People’s  Bank,  with  its  countless  branches,  is  spreading 
itself  too  thin.  It  should  streamline  and  retrench  appro¬ 
priately,  setting  up  branches  in  economic  regions  as 
macromanagement  requires.  That  would  help  it  respond 
quickly  and  flexibly  to  information,  transmit  monetary 
and  credit  policies  promptly,  and  carry  out  strong  and 
effective  financial  management  and  regulation. 


b.  Develop  local  banks  and  general  banks  devoted  to 
serving  the  regional  economy.  Local  banks  and  regional 
general  banks  may  be  publicly  or  privately  owned.  They 
may  be  joint-stock  companies.  Their  business  and  oper¬ 
ations  may  be  comprehensive  or  specialized.  For 
instance,  a  local  bank  may  specialize  in  local  investment 
and  lending  related  to  major  policies,  while  a  regional 
bank  may  develop  into  a  general  bank  with  no  restric¬ 
tions  on  its  scope  of  business.  At  present,  local  banks  and 
regional  general  banks  can  only  be  established  in  some 
developed  provinces  or  large  cities.  It  is  inadvisable  to 
extend  them  to  below  these  levels. 

c.  Develop  non-bank  financial  institutions.  Now  is  the 
time  to  give  people  a  free  hand  in  developing  urban  and 
rural  credit  unions  and  other  cooperative  credit  organi¬ 
zations.  As  the  commodity  economy  grows  and  inte¬ 
grated  bodies  take  shape,  these  credit  unions  should  try 
to  transform  themselves  into  cooperative  banks.  Urban 
credit  unions  should  be  encouraged  to  develop  into 
urban  credit  cooperative  banks.  The  insurance  industry 
should  be  reformed  by  gradually  transforming  existing 
compensation-oriented  insurance  companies  into  finan¬ 
cial  organizations  that  provide  funds  for  short-term 
loans.  Finance  companies  should  be  established  for  large 
enterprises  or  corporations  and  “intra-enterprise”  banks 
should  be  created.  The  existence  of  traditional  financial 
institutions  should  be  allowed,  such  as  old-style  banks, 
pawnshops,  second  hand  shops,  warehouses,  storerooms, 
and  others.  The  existence  and  development  of  private 
credit  organizations  and  other  institutions  which  make 
short-term  loans  should  be  permitted,  provided  they 
benefit  economic  development  and  meet  the  people’s 
needs. 

2.  Continue  to  improve  the  management  system  of  credit 
funds. 

a.  Break  the  habit  of  “eating  from  the  big  rice  pot”  of 
state  bank  funds.  First,  the  People’s  Bank  should  stop 
allocating  credit  funds  at  the  beginning  of  the  year  and 
guaranteeing  funds  for  special  banks.  All  loans  to  special 
banks  must  be  repaid  by  a  specified  time.  If  a  bank 
misses  the  due  date,  it  should  be  required  to  pay  a  fine  on 
the  interest.  When  a  special  bank  is  low  on  funds,  it 
should  try  to  solve  the  problem  by  attracting  deposits 
and  look  to  the  market  for  help.  Second,  the  credit  fund 
plan  should  be  totally  severed  from  the  credit  fund 
supply.  Special  banks  must  try  to  balance  credit  funds 
and  assume  risks  on  their  own.  It  is  with  such  tools  as 
deposit  reserves,  interest  rates,  and  the  market  that  the 
People’s  Bank  should  guide  the  credit  activities  of  finan¬ 
cial  institutions. 

b.  Put  a  complete  end  to  the  practice  of  enterprises 
“eating  from  the  big  rice  pot”  at  the  expense  of  special 
banks.  Taking  into  account  the  national  industrial  policy 
and  the  state  of  the  enterprise  concerned,  a  special  bank 
should  be  free  to  decide  on  its  own  whether  or  not  to 
extend  a  loan.  It  may  choose  between  unsecured  loans, 
mortgage  loans,  guaranteed  loans,  overdrawn  loans,  and 
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discount.  It  may  invite  and  enter  bids.  Or  it  may 
purchase  enterprise  bonds.  The  enterprise,  for  its  part, 
should  borrow  from  financial  institutions  on  the  strength 
of  its  good  credit  standing.  If  necessary,  qualified  enter¬ 
prises  may  set  up  their  own  finance  companies  to  raise 
funds  to  finance  development.  As  part  of  the  contracted 
system  of  management  responsibility,  “within-factory” 
banks  are  being  created  or  improved  within  enterprises 
to  enhance  their  capability  of  survival  and  self-develop¬ 
ment.  This  should  go  a  long  way  toward  helping  enter¬ 
prises  stop  “eating  from  the  big  rice  pot”  at  the  expense 
of  special  banks. 

3.  Establish  and  improve  market  mechanisms.  Energet¬ 
ically  develop  the  main  elements  of  finance.  Improve 
financial  tools  and  methods  of  raising  short-term  loans. 
Perfect  the  machinery  of  managing  the  financial  market. 
First,  improve  the  inter-bank  lending  market.  Deregulate 
the  stock,  bond,  and  discount  markets  as  well  as  the 
treasury  bill  transfer  market  one  by  one.  With  a  sound 
short-term  funds  market  in  place,  we  should  perfect  the 
long-term  funds  market  and  securities  exchange  market. 
We  should  establish  links  with  financial  markets  like 
Hong  Kong,  Japan,  London,  and  New  York  gradually  to 
internationalize  our  major  financial  market.  As  financial 
legislation  and  financial  market  management  become 
even  better,  we  can  introduce  into  China  all  instruments 
commonly  used  internationally  to  raise  short-term 
funds. 

4.  Perfect  the  macroeconomic  regulatory  and  control 
system  by  the  central  bank.  First,  reform  the  macroeco¬ 
nomic  regulatory  mechanisms.  Reform  re-lending  meth¬ 
ods  to  separate  them  completely  from  administrative 
command  planning  of  the  past  and  gradually  link  them 
to  acceptance  discount.  Reform  the  deposits  reserves 
system  by  offering  different  kinds  of  rates  in  order  to 
facilitate  regulation.  Sort  out  the  interest  rates  of  loans 
with  different  maturities  so  as  to  make  the  most  of 
interest  rates  as  an  economic  lever.  Vary  interest  rates 
according  to  the  maturity  of  loans  to  speed  up  fund 
circulation.  Reduce  unsecured  loans  to  a  minimum  and 
consider  offering  mortgage  loans  and  rediscount. 
Reform  the  joint-bank  system.  Establish  a  fund  clearing¬ 
house.  Computerize  fund  clearing.  Next,  consider  adopt¬ 
ing  indirect  macroeconomic  regulation  exclusively  and 
controlling  the  money  supply  in  the  entire  society  by 
controlling  the  amount  of  re-lending,  interest  rates  on 
loans,  and  interest  rates  on  deposit  reserves,  and  by 
opening  up  the  market.  Project  short-term  money  supply 
and  demand  using  monetary  engineering.  Project  long¬ 
term  money  supply  and  demand  trends  through  financial 
planning  and  draw  up  a  correct  monetary  policy  accord¬ 
ingly. 

5.  Adopt  a  flexible  and  diverse  financial  development 
strategy.  The  eastern  coast  is  a  key  economic  develop¬ 
ment  base  for  China,  a  barometer  of  the  nation’s  eco¬ 
nomic  development  level.  In  discharging  its  financial 
macroeconomic  regulatory  functions,  the  government 
should  target  this  region  and  diligently  put  finance  on  a 


sound  footing  there,  thus  seizing  the  initiative  in  devel¬ 
oping  a  banking  industry.  As  special  economic  zones  arc 
the  window  for  Sino-foreign  economic  and  technological 
exchanges  and  a  laboratory  of  reform,  the  state  should 
first  try  out  various  reform  measures  and  plans  in  the 
zones  where  it  can  act  boldly  to  gain  experience.  The 
west  is  economically  undeveloped  and  accounts  for  a 
small  share  of  the  gross  national  product.  With  its  weak 
economic  foundation,  poor  natural  conditions,  back¬ 
ward  technology,  and  fund  shortages,  the  west  is  ham¬ 
pered  in  its  effort  to  develop  a  banking  industry.  At 
present,  the  government  seems  to  be  torn  between  help¬ 
ing  the  west,  which  it  cannot  afford  to  do,  and  washing 
its  hands  of  it,  which  it  cannot  bring  itself  to  do.  The 
government  should  stop  acting  this  way  and  concentrate 
its  resources  on  developing  the  east.  Provided  it  does  not 
violate  the  state’s  national  banking  policies,  the  west 
should  be  allowed  to  determine  its  own  banking  policies 
and  develop  on  its  own  in  light  of  local  conditions,  free 
from  direct  interference  by  the  state. 

12581 

SMALL-SCALE  ENTERPRISES 

Provincial  Official  Calls  for  Full  Support  of 
Private  Enterprises 

40060476  Xining  Q1NGHA1  RIBAO  in  Chinese 
8  Jun  88  p  2 

[Article  by  Cao  Shengfu  2580  3932  4395,  Director  of  the 
Qinghai  Provincial  Township  Enterprise  Administra¬ 
tion:  “We  Should  Give  Bold  Support  to  the  Develop¬ 
ment  of  Private  Enterprises”] 

[Text]  I  would  like  to  express  some  of  my  opinions  on  the 
discussion  of  the  private  enterprise  run  by  Ye  Tingxiang 
[0396  1694  4382] 

Private  enterprises  refer  to  enterprises  with  privately- 
owned  assets  and  hired  workers.  Namely,  they  are  dif¬ 
ferent  from  individually-run  industrial  and  commercial 
enterprises  and  state,  collective,  and  cooperative  enter¬ 
prises.  With  regard  to  the  position  and  function  of 
private  enterprises,  Comrade  Zhao  Ziyang  clearly 
pointed  out  in  the  report  of  the  13th  Party  Congress: 
“The  private  economy  is  an  economic  sector  where  wage 
labor  relations  exists.  Under  the  socialist  condition  it  is, 
however,  unavoidably  linked  to  the  dominant  public 
economy  and  subject  to  the  great  influence  of  the  public 
economy.  Practice  has  proven  that  the  private  economy, 
developed  to  a  certain  extent,  can  help  accelerate  pro¬ 
duction,  invigorate  the  market,  increase  employment, 
and  better  satisfy  a  variety  of  demands  in  the  people’s 
daily  life;  it  is  an  imperative  and  useful  supplement  to 
the  publically  economy.”  During  the  amendment  of 
certain  provisions  of  the  Constitution,  the  First  Plenum 
of  the  Seventh  NPC  made  the  following  stipulations.  The 
state  allows  the  private  economy  to  exist  and  develop 
within  the  scope  prescribed  by  law,  the  private  economy 
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is  a  supplement  to  the  socialist  public  economy,  and  the 
state  protects  the  lawful  rights  and  interests  of  the 
private  economy.  This  has  legally  assured  the  position  of 
private  enterprises. 

The  private  enterprise  is  a  component  of  the  township 
enterprise.  It  is  also  a  very  efficient  way  of  developing 
the  commodity  economy  at  the  present  stage.  The  past 
few  years  of  practice  in  developing  private  enterprises 
has  proven  that  the  private  enterprise  is  of  great  impor¬ 
tance  in  combining  funds,  technology,  and  labor,  quickly 
transfering  them  into  productive  forces,  providing  a 
variety  of  job  opportunities,  creating  social  wealth, 
increasing  state  revenue  income,  and  accelerating  the 
growth  of  managerial  personnel.  At  the  same  time,  the 
private  economy  is  also  an  indispensable  force  in  devel¬ 
oping  China’s  commodity  economy,  a  controllable  and 
plastic  form  of  economy  in  the  system  of  the  socialist 
economy,  and  an  imperative  and  useful  supplement  to 
the  socialist  public  economy. 

China  is  currently  in  the  initial  stage  of  socialism. 
Qinghai  Province  is  economically  backward.  It  has  a 
large  impoverished  area  and  an  underdeveloped  com¬ 
modity  economy.  To  change  the  situation  of  limited 
productive  forces  in  Qinghai  Province,  bring  prosperity 
to  the  vast  rural  and  pastoral  areas,  and  rationally 
distribute  and  fully  utilize  various  production  factors, 
relying  solely  on  current  state  and  collective  economy  is 
far  from  being  enough.  To  do  so,  we  must  develop  a 
variety  of  economic  forms  including  the  private  econ¬ 
omy  and  rely  on  the  concerted  efforts  of  the  state,  the 
collective,  and  the  individual.  In  the  past  few  years, 
pushed  by  the  spring  tide  of  reform  and  along  with  the 
rapid  development  of  individual  industrial  and  commer¬ 
cial  enterprises,  a  group  of  private  enterprises  has  been 
gradually  developed  in  the  rural  areas  of  Qinghai  Prov¬ 
ince.  According  to  the  statistics  of  relevant  departments, 
at  the  end  of  1987  the  number  of  private  enterprises  in 
Qinghai  Province  reached  267,  accounting  for  0.5  per¬ 
cent  of  individual  industrial  and  commercial  enterprises. 
The  total  income  of  private  enterprises  accounted  for 
about  4.7  percent  of  the  total  income  of  individual 
industrial  and  commercial  enterprises.  The  development 
of  private  enterprises  is  playing  an  increasingly  promi¬ 
nent  role  in  accelerating  the  development  of  Qinghai’s 
rural  commodity  economy.  Take  Ye  Tingxiang’s  private 
enterprise,  an  alloy  iron  plant,  for  example.  It  is  consid¬ 
ered  one  of  the  best  plants  in  the  province  in  regard  to 
the  input  of  capital,  the  scale  of  construction,  the  transfer 
of  labor,  and  the  earning  of  foreign  exchange.  Its  eco¬ 
nomic  and  social  returns  are  also  prominent.  However, 
we  need  to  point  out  that  such  a  private  enterprise  is  very 
rare  in  Qinghai’s  rural  and  pastoral  areas.  We  do  not 
have  many  or  too  many  such  enterprises.  We  have  very 
few  of  them.  So  we  must  vigorously  encourage  their 
development. 

True,  the  private  enterprise  is  an  economic  entity  of  the 
wage  labor  relation  and  problems  are  unavoidable  in  the 
areas  of  management  policy,  production  management, 


sales,  distribution,  and  workers’  welfare,  but  there  are 
two  sides  to  everything  and  the  good  always  comes  with 
the  bad.  There  is  only  one  criterion  for  judging  the 
private  enterprise.  That  is  to  see  if  it  is  conducive  to  the 
development  of  productive  forces.  First  we  must  realize 
that  the  positive  effect  of  the  private  enterprise  in 
transferring  and  absorbing  surplus  labor,  developing 
productive  forces,  and  turning  poverty  into  prosperity  is 
much  greater  than  any  negative  effect  it  could  possibly 
have.  In  the  past  3  years,  Ye  Tingxiang’s  enterprise  has 
placed  over  100  idlers  in  rural  areas,  earned  over  $1 
million  of  foreign  exchange  for  the  state  and  paid  over 
500,000  yuan  in  state  taxes  and  over  100,000  yuan  in 
industrial  and  commercial  management  fees.  In  addi¬ 
tion,  he  took  the  lead  in  becoming  rich,  accelerated  the 
development  of  the  rural  commodity  economy,  and 
made  contributions  to  the  state.  Therefore,  first  we 
should  give  active  support  and  correct  guidance  to 
private  enterprises,  strengthen  control,  and  encourage 
what  is  good  and  eliminate  what  is  bad  to  help  bring 
about  a  continuous  and  healthy  development  of  private 
enterprises. 

In  light  of  this  discussion  and  the  current  development 
situation  of  Qinghai’s  private  enterprises,  the  manage¬ 
ment  departments  of  township  enterprises  at  all  levels 
must  clearly  understand  the  position  and  function  of 
private  enterprises,  discard  old  and  outworn  concepts, 
and  establish  the  new  concept  and  the  new  idea  of  a 
commodity  economy,  and  enthusiastically  and  boldly 
support  the  development  of  private  enterprises.  We 
should  pay  attention  to  protecting  the  lawful  rights  and 
interests  of  private  enterprises  and  render  service  to  their 
development.  Through  continuous  efforts  we  should 
strive  for  a  great  development  in  Qinghai’s  private 
enterprises  and  ensure  that  they  play  a  positive  role  in 
revitalizing  Qinghai’s  economy. 

12302 


FOREIGN  TRADE,  INVESTMENT 


Article  on  Strengthening  Guangdong’s  Trade  With 
Hong  Kong,  Macao 

40060462  Beijing  GUOJI MAOYI  [INTERTRADE]  in 
Chinese  No  6,  27  Jun  88  pp  13-16 

[Article  by  Peng  Naidian  1756  0035  1648:  “Thoughts 
Concerning  Deepening  Economic  and  Trade  Coopera¬ 
tion  Among  Guangdong,  Hong  Kong,  Macao”] 


[Text]  Since  China  began  to  practice  reform  and  liberal¬ 
ization,  trade  with  Hong  Kong  and  Macao  has  continued 
to  expand  and  the  cooperative  relationship  has  become 
closer  every  day.  These  events  have  promoted  economic 
prosperity  for  all  3  regions.  To  take  steps  to  deepen  still 
further  the  economic  and  trade  cooperative  relationship 
has  been  a  shared  desire  and  demand  of  all  three. 
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In  the  process  of  entering  the  new  economic  and  trade 
cooperation,  Hong  Kong  and  Macao  are  confronted  with 
an  unceasingly  changing  international  trade  situation. 
First,  it  should  be  pointed  out  that  in  the  past  20  plus 
years,  due  to  relative  weakening  of  economic  power  of 
the  U.S.,  the  basic  structure  of  her  political  and  eco¬ 
nomic  domination  of  the  world  has  begun  to  pluralize  to 
result  in  a  new  world  situation  of  forming  coalitions.  The 
international  currency  system,  with  the  U.S.  dollar  as  its 
center,  has  gradually  changed  into  a  complex  and  plural 
system.  Under  the  powerful  interference  of  protection¬ 
ism,  international  trade  has  fallen  into  a  situation  of 
intensifying  competition.  For  2  years,  the  value  of  the 
dollar  has  continued  to  drop  while  that  of  the  Japanese 
yen  and  German  mark  risen  extensively.  The  crash  late 
last  year  is  one  more  indication  of  the  new  change  of  the 
economic  situation  of  the  world. 

In  this  new  transformation,  the  eonomic  power  of  Asia 
in  the  Pacific  region  rose  suddenly  to  become  an  impor¬ 
tant  influence  on  the  deavelopment  of  world  economy 
and  trade.  The  most  obvious  characteristic  in  the  devel¬ 
opment  of  the  Asian  Pacific  region  is  its  regional  eco¬ 
nomic  cooperation.  It  is  from  this  type  of  cooperation, 
new  industrialized  nations  which  have  drawn  the  atten¬ 
tion  of  the  world,  the  so-called  regional  “four  little 
dragons,”  have  emerged.  This  cooperation  will  continue 
to  give  impetus  to  economic  and  technical  progress  of 
another  group  of  nations  and  regions.  In  the  trend  of 
increasing  regional  economic  cooperation,  the  area  of 
Guangdong,  Hong  Kong,  and  Macao,  being  a  golden 
triangle,  and  relying  upon  its  combined  geographical, 
traditional,  and  actual  strength  will  make  extraordinary 
strides.  Its  actual  power  of  linkage  is  immensely  collec¬ 
tivized. 

First,  the  Chinese  Communist  Party  at  its  13th  National 
Congress,  affirmed  once  again  that  China  practices  “one 
nation  two  systems”  and  the  basic  national  policy  of 
reform  and  liberalization.  This  affirmation  has  become 
the  most  powerful  factor  for  deepening  economic  coop¬ 
eration  of  the  3  regions.  The  door  of  enduring  and 
steadfast  cooperation  has  been  opened  wide. 

Second,  the  implementation  of  a  developmental  strategy 
of  establishing  an  externally  oriented  economy  in 
Guangdong  Province  has  provided  a  new  and  expansive 
future  for  further  economic  and  trade  cooperation  of  the 
3  regions. 

Third,  with  the  continued  devaluation  of  the  dollar  and 
the  large  scale  increase  of  valuation  of  the  Japanese  yen 
as  well  as  currencies  of  South  Korea  and  Taiwan,  the  new 
change  toward  international  division  of  labor  of  the 
Asian-Pacific  Region  accelerated.  The  pressure  on  the 
traditional  industries  of  the  region  of  Hong  Kong,  Macao 
to  upgrade  and  replace  has  also  increased.  How  to  turn 
quickly  from  the  labor  concentration  type  cost  reduction 
competition  to  the  capital  concentration  type  high-tech 
and  high  quality  competition  has  become  a  very  crucial 


subject.  This  new  need  in  the  economic  development  of 
Hong  Kong,  Macao  also  provided  an  added  content  to 
demand  for  cooperation  of  the  3  regions. 

After  the  global  stock  market  crash,  the  economies  of  all 
the  nations  of  West  were  affected  to  various  degrees.  The 
pace  of  growth  of  the  world  economy  is  obviously 
slowing  down  and  trade  protectionism  raises  its  head 
still  more.  The  call  for  economic  cooperation  of  Guang¬ 
dong,  Hong  Kong,  and  Macao  to  cope  jointly  with  the 
constant  fluctuation  of  the  international  economic  and 
trade  situation  is  louder  than  ever.  Faced  with  the 
turbulent  situation,  from  the  viewpoint  of  the  objective 
reality  and  the  long  term  developmental  targets  of  the 
Guangdong,  Hong  Kong,  and  Macao  economic  block, 
serious  investigations  into  the  form  and  content  of  the 
ways  of  deepening  economic  and  trade  cooperation  of 
the  3  regions  are  positively  and  realistically  meaningful. 

(1)  Trade  within  the  3  regions  should  be  further 
expanded  to  deepen  trade  cooperation.  Hong  Kong  and 
Macao  is  historically  the  major  market  of  Guangdong’s 
exports.  Before  1978,  it  had  been  a  vertical  trade 
(including  transfer  trade)  between  Guangdong  and  Hong 
Kong  and  Macao  for  a  long  time.  The  form  was  simple 
and  the  growth  was  slow.  The  products  supplied  by 
Guangdong  to  Hong  Kong  and  Macao  was  mainly  agri¬ 
cultural  products,  amounting  to  more  than  70  percent. 
Products  imported  from  Hong  Kong  and  Macao  were 
essentially  machines  and  electrical  equipment.  Follow¬ 
ing  the  practice  of  reform  and  liberalization  in  the 
mainland,  traditional  trade  channels  recovered  and  new 
trade  forms  opened  up.  There  have  been  rapid  trade 
developments  from  both  sides.  The  mutual  trade 
between  Guangdong  and  Hong  Kong  and  Macao  reached 
$4,715  billion  in  1986,  an  increase  of  6  fold  from  1978 
and  more  than  30  fold  from  1955. 

The  volume  of  exports  from  Guangdong  to  Hong  Kong 
and  Macao  has  increased  immensely.  In  the  8  years  of 
1979-1986,  the  total  exports  from  Guangdong  to  Hong 
Kong  and  Macao  reached  more  than  $1 1  billion,  more 
than  doubling  the  total  of  the  24  years  between  1 955  and 
1973.  The  volume  of  1987  was  still  greater  than  that  of 
1986.  Through  the  years,  about  50  percent  of  Guang¬ 
dong’s  exports  go  through  Hong  Kong  and  Macao  to  be 
transferred  to  all  other  places  of  the  world.  The  structure 
of  Guangdong’s  exports  has  changed  a  great  deal  in  these 
years,  about  70  percent  are  textiles,  machinery,  hard¬ 
ware,  and  tools  and  only  30  percent  are  agricultural 
products.  Most  imports  of  Guangdong  have  also  been 
purchased  as  transit  merchandise  from  Hong  Kong  and 
Macao.  Since  1985,  the  mainland  has  surpassed  the  U.S. 
as  Hong  Kong’s  largest  trading  partner;  Guangdong 
played  an  important  part  in  this. 

The  fact  that  the  processing  trade  between  Guangdong 
and  Hong  Kong  and  Macao  has  been  unprecedentedly 
active  in  recent  years  is  also  worthy  of  mention.  After 
neighboring  Guangdong  opened  its  doors  for  external 
economic  and  technological  cooperation,  the  policy  was 
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immediately  welcomed  by  merchants  of  Hong  Kong  and 
Macao.  The  abundant  and  cheap  labor  force  and  the  rich 
natural  resources  of  Guangdong  provide  an  important 
condition  for  merchants  of  Hong  Kong  and  Macao  to 
seek  trade  cooperation.  Great  efforts  have  been  exerted 
by  Guangdong  to  launch  trades  of  “processing  supplied 
materials,”  “manufacturing  according  to  supplied 
samples,”  “assembling  supplied  components,”  and  com- 
pensational  trade  with  Hong  Kong  and  Macao.  The 
income  from  wages  thus  received  rose  from  the  $1.1 
million  of  1978  to  the  $300  million  dollars  of  1986. 
Propelled  by  the  “three  forms  of  processing  and  compen¬ 
sation  trade”  rule,  the  capital  of  Hong  Kong  and  Macao 
flows  into  Guangdong  in  a  continuous  stream  to  reach 
about  $3.8  billion  and  a  big  batch  of  joint  capital  and 
cooperative  enterprises  between  Guangdong,  Hong 
Kong,  and  Macao  were  bom  from  that. 

As  joint  and  processing  industries  develop,  the  trade  of 
raw  materials  and  component  parts  expand  rapidly.  At 
the  same  time,  under  the  policy  of  “trade,  industry,  and 
agriculture”,  processing  industries  of  supplied  materials 
have  also  grown  somewhat.  The  development  of  the 
processing  trade  led  to  some  obvious  changes  in  the 
content  of  trade  between  Guangdong  and  Hong  Kong 
and  Macao.  Changes  from  the  vertical  trade  of  simple 
products  to  the  horizontal  trade  within  products 
occurred  gradually.  Now,  with  some  products  and  facto¬ 
ries,  the  trade  among  parts,  components,  and  semi¬ 
finished  products  has  been  expanding  continuously 
between  Guangdong,  Hong  Kong,  and  Macao. 

The  interproduct  trade  started  from  the  development  of 
processing  trade  deepened  into  a  trade  relationship  and 
economic  cooperation  between  Guangdong,  Hong  Kong, 
and  Macao.  This  event  is  beneficial  to  the  stabilization 
of  Hong  Kong’s  and  Macao’s  advantageous  role  of 
low-cost  competition  of  its  traditional  products  on  the 
international  market  place,  and  is  also  favorable  for  the 
development  of  high  tech  industries  and  products  in  the 
area,  using  the  capital  thus  accumulated.  It  also  provides 
the  condition  for  the  expanded  utilization  of  foreign 
capital  in  Guangdong,  introducing  technology  and  man¬ 
agement  experience  and  acquiring  information  of  inter¬ 
national  markets.  The  need  for  economic  development 
shared  by  Guangdong,  Hong  Kong,  and  Macao  lead  the 
regions  to  go  all  out  to  adjust  their  industry  structures  to 
launch  multiple,  new,  high  tech,  high  quality  products  in 
order  to  improve  their  competitive  position  on  the 
international  market.  This  is  the  foundation  for  devel¬ 
oping  bilateral  interproduct  trades,  while  the  strength¬ 
ened  bilateral  industrial  investment  forms  the  important 
force  to  push  forward  the  development  of  inter-indus¬ 
trial  trade. 

Based  upon  the  developmental  trend  of  the  international 
market,  if  both  sides  give  free  rein  to  the  advantage  of 
each  to  deepen  inter-industrial  trade  cooperation,  both 
will  certainly  benefit  in  their  continued  efforts  of 
expanding  their  international  markets. 


As  processing  trade  has  been  an  effective  form  for 
promoting  the  development  of  inter-industrial  trade  of 
both  sides,  the  practice  of  “the  three  forms  of  processing 
and  compensation  trade”  should  be  further  enlarged  and 
joint-capital  and  cooperative  enterprises  should  be  con¬ 
tinued  to  deepen  the  trade  cooperation  relationship. 
Guangdong  may  make  further  adjustment  in  its  indus¬ 
trial  structure  to  increase  exports  of  high  quality  indus¬ 
trial  raw  materials,  parts,  and  semi-finished  products 
needed  by  Hong  Kong  and  Macao.  At  the  same  time,  it 
may  use  the  raw  or  auxiliary  materials  imported  from 
Hong  Kong  and  Macao  to  resolve  the  deficiency  problem 
of  some  resources. 

Other  aspects  of  trade,  such  as  transit  trade  between  the 
3  regions,  should  follow  the  deepened  inter-industrial 
trade  to  increase  to  a  new  and  higher  level. 

(2)  Joint  exploration  of  new  technologies  may  deepen 
capital  investment  cooperation.  In  the  past  3  decades, 
Hong  Kong  and  Macao  has  achieved  giant  strides  in  such 
traditional  industries  as  textiles,  garment  manufactur¬ 
ing,  plastics,  toys,  electrical  products,  etc.  Product 
designs  are  multitudinous  and  flexible  to  enable  them  to 
maintain  a  relatively  strong  competitive  strength.  Gen¬ 
erally  speaking,  however,  the  industrial  structure  still 
belongs  to  the  processing,  assembling  characteristic  and 
such  labor-intensive  fields  as  textiles,  garment,  etc. 
remains  to  be  Hong  Kong’s  largest  exports.  There  was  no 
breakthrough  toward  the  development  of  pleuralized 
high  tech  areas.  Although  it  is  known  to  be  one  of  the 
“four  little  dragons”  of  Asia,  the  other  “three  little 
dragons”  have  all  made  progresses  in  upgrading  their 
traditional  industries. 

A  great  deal  of  capital  has  rushed  into  Hong  Kong  in 
recent  years,  but  most  of  it  was  invested  in  financial, 
service,  and  assembling  industries  and  very  little  of  it 
was  used  to  launch  new  technologies  and  new  products. 
By  1986,  the  U.S.  invested  about  $46.8  billion  in  Hog 
Kong,  mainly  in  textiles,  banks,  services,  and  power 
generating  areas.  Acccording  to  a  Hong  Kong  survey, 
industries  of  the  size  of  1,000  employees  founded  by 
foreign  investors  in  Hong  Kong  are  basically  for  assem¬ 
bling  and  processing.  At  present,  with  increasingly 
louder  voices,  all  factions  in  Hong  Kong  are  calling 
foreign  investors  to  invest  in  high  tech  industries. 

In  recent  years,  on  the  other  hand,  Guangdong  has 
cooperated  with  merchants  of  Hong  Kong  and  Macao  to 
launch  more  than  10,000  items  belonging  to  the  “three 
forms  of  processing  and  compensation  trade”,  which 
enabled  Guangdong  to  effect  great  changes  in  its  gar¬ 
ment,  textile,  residenital  electrical  power,  plastics,  toys, 
artificial  flowers  industries  to  open  itself  further  and  to 
establish  an  externally  oriented  economy,  while  at  the 
same  time  these  accomplishments  have  resulted  in 
higher  demands  on  Guangdong  to  proceed  with  more 
external  economic  and  technical  cooperation. 
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Launching  new  technological  products  and  new  high 
tech  industries  has  become  the  common  target  of  Gaung- 
dong,  Hong  Kong,  and  Macao  in  their  efforts  to  deepen 
capital  investment  cooperation.  All  3  regions  are  cur¬ 
rently  probing  various  forms  of  cooperation  in  these 
aspects.  Some  related  persons  have  proposed  economic 
and  technical  “unification”  as  a  requirement  of  cooper¬ 
ation;  perhaps  this  may  be  too  difficult  to  realize  due  to 
the  different  systems. 

As  far  as  the  3  regions  are  concerned,  the  key  factor  for 
economic  cooperation,  is  the  demand  for  independence 
of  the  thousands  and  thousands  of  enterprises  them¬ 
selves.  Related  factions  can  only  utilize  appropriate  and 
positive  policies  to  guide  these  enterprises  to  adopt 
relatively  clear-cut  and  far-reaching  cooperative  activi¬ 
ties.  As  long  as  these  activities  can  benefit  the  enterprises 
and  promote  further  development,  their  progress  will 
certainly  not  be  in  doubt. 

There  has  been  another  proposal  of  establishing  a  scien¬ 
tific-industrial  zone  in  Hong  Kong  by  Guangdong  and 
Hong  Kong  for  joint  development  of  new  high  tech 
products.  This  is  indeed  a  positive  proposal  and  its 
realization  should  be  possible  if  both  sides  and  all 
persons  concerned  give  attention  to  it.  There  remains  a 
shortcoming,  however.  If  the  scientific-technological 
zone  is  in  Hong  Kong,  it  would  not  be  convenient  for 
mainland  economic,  scientific,  and  technological  per¬ 
sonnel  to  attend  cooperative  events.  If  the  zone  is  located 
in  such  a  special  district  as  Shenquan,  Zhuhai,  etc.  it  may 
benefit  everyone  concerned.  On  the  one  hand,  these 
special  districts  enjoy  advantageous  conditions  for 
launching  new  technologies  or  products  (even  more 
advantageous  than  Hong  Kong  and  Macao  in  some 
aspects.)  Inexpensive  land  and  labor  supply  are  plentiful 
in  these  special  districts.  Compared  with  Hong  Kong,  it 
would  be  much  more  convenient  for  mainland  personnel 
to  participate  in  all  the  cooperative  activities.  The  prac¬ 
tice  of  the  policy  of  “introducing  from  the  outside  and 
connecting  to  the  inside”  by  these  special  districts  of  the 
mainland  will  provide  the  function  of  “double  radia¬ 
tion”:  scienctific  and  technological  capabilities  of  the 
interior  are  drawn  to  the  special  district  while  financial 
sectors  of  Hong  Kong  and  Macao  are  provided  with 
many  targets  and  opportunities  of  cooperation  at  the 
same  time.  In  this  manner,  the  relatively  well-equipped 
industrial  bases  of  the  interior  may  manufacture  new 
products  to  provide  comprehensive  service  and  cooper¬ 
ation  for  Hong  Kong  and  Macao. 

Of  course,  if  all  3  regions  can  simultaneously  adopt  more 
clearly  favorable  policies  to  establish  coordinated  insti¬ 
tutions  among  peoples,  to  bring  about  and  nurture 
deepened  industrial  cooperation, to  jointly  launch  new 
products  and  develop  high  tech  enterprises,  the  situation 
will  be  even  more  ideal. 

(3)  Concerted  Steps  in  the  Development  of  Tourism  To 
Create  Non-Trade  Cooperation.  For  a  long  time,  Hong 
Kong  has  had  the  fame  of  being  the  “pearl  of  the  east,” 


“buyer's  paradise,”  “meeting  place  of  eastern  and  west¬ 
ern  cultures,”  etc.  and  tourism  has  always  been  empha¬ 
sized.  In  1986  there  were  as  many  as  59  hotels  with  2.34 
million  guest  rooms.  There  were  also  comprehensive 
recreation  facilities  to  attract  3.7  million  tourists  from 
overseas  to  produce  an  annual  tourist  income  of  HK 
$17.86  billion.  In  1987,  there  were  as  many  as  400 
million  tourists.  Tourism  has  not  deteriorated  in  Macao 
either.  It  has  long  been  an  important  pillar  of  support  for 
the  economic  development  of  Hong  Kong  and  Macao 
since  the  earliest  times. 

The  area  of  Hong  Kong  and  Macao  is  as  small  as  a  bullet 
and  is  deficient  in  resources,  such  a  large  touirst  industry 
must  be  credited  to  its  many  favorable  experiences  and 
methods,  which  should  be  worthy  of  extension.  Tourism 
has  also  been  developing  relatively  fast  in  Guangdong  in 
recent  years  and  the  success  is  inseparable  from  the 
learning  from  and  cooperation  with  Hong  Kong  and 
Macao  to  enable  Guangdong  to  construct  tourist  facili¬ 
ties  to  improve  very  rapidly  its  ability  to  greet  oversea 
guests. 

Continued  cooperation  with  Hong  Kong  and  Macao  to 
develop  tourism  may  further  enhance  tourism  in  all  3 
regions.  Although  Hong  Kong  and  Macao  have  put  in 
much  effort  in  pluralizing  tourist  interest  in  their 
regions,  due  to  deficiency  of  natural  resources,  scarcity 
of  historical  relics,  and  a  high  proportion  of  artificial 
items,  the  possibility  of  development  is  always  limited. 
Natural  tourist  resources  are  extremely  rich  in  Guang¬ 
dong;  the  weather  is  mild  in  all  4  seasons  to  allow 
tourism  to  be  arranged  without  interruption.  Along  the 
4,000  km  coastline,  there  are  many  unpolluted  bays, 
beaches,  beautiful  offshore  islands.  In  Zhujiang  and 
Hanjiang  valleys,  there  are  many  renowned  mountains, 
which  are  scenic  sites,  historical  relics,  and  of  archeolog¬ 
ical  interest,  including  Luofu,  Xiqiao,  Tinghu,  Danxia, 
etc.  There  are  also  many  limestone  caves  for  sightseeing 
and  health  purposes.  Famous  historical  and  cultural 
cities  of  Guangdong,  Fushan,  Chaozhou,  and  Meizhou 
have  all  had  various  degrees  of  inpact  on  overseas 
regions.  These  places  of  tourist  interest  all  have  conve¬ 
nient  trnasportation.  In  the  future  when  the  national 
government  adopts  more  liberal  and  open  policies 
toward  Guangdong,  being  one  of  the  experimental 
regions  of  national  reform,  these  sites  will  be  even  more 
attractive  to  overseas  persons  who  will  come  to  Guang¬ 
dong  for  trade  and  tourism  in  ever  increasing  numbers. 
Further  development  of  Guangdong’s  rich  natural 
resources  of  tourism  to  link  it  with  Hong  Kong  and 
Macao  to  form  a  combined  series  of  tourist  items  of 
sightseeing,  excursions,  recreation,  culture,  health  care, 
scientific  investigation,  trade,  etc.  should  compensate 
certain  tourism  deficiencies  of  Hong  Kong  and  Macao. 

At  present,  there  remains  deficiencies  of  development  as 
well  as  utilization  of  the  tourism  resources  of  Guang¬ 
dong.  Many  places  are  in  need  of  being  coordinated  with 
necessary  manmade  items;  service  facilities  are  less  than 
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complete,  for  lack  of  capital,  technology,  and  managee- 
ment  experience.  As  a  start,  through  cooperation  among 
Guangdong,  Hong  Kong,  and  Macao,  a  number  of  rela¬ 
tively  high  quality  hotels  have  been  built  in  Canton,  etc.; 
rather  satisfactory  results  have  been  obtained.  In  the 
future,  further  cooperation  should  be  used  to  develop 
some  special  tourist  lines  to  various  regions  of  Guang¬ 
dong  and  to  make  coordinated  service  facilities  of  these 
regions  more  perfect,  to  open  up  and  increase  new 
tourist  sites  and  new  items,  to  open  new  sources  of 
overseas  guests  jointly,  and  to  train  expert  personnel  to 
help  Guangdong  to  improve  the  level  of  tourism  mage- 
ment  and  service. 

The  prosperity  of  tourism  in  Guangdong  will  not  weaken 
the  tourist  industry  in  Hong  Kong  and  Macao.  On  the 
contrary  it  will  greatly  benefit  it.  The  events  of  the  last 
few  years  have  proved  this  to  be  a  fact.  Guangdong  may 
participate  in  the  construction  of  tourist  items  of  Hong 
Kong  and  Macao  to  promote  mutual  benefit  and  joint 
development. 

Tourism  is  an  enterprise  with  a  great  future.  According 
to  a  recent  survey  of  a  world  labor  organization,  by  1990, 
there  will  be  4  to  6  hundred  million  tourists  per  year.  By 
the  year  2000,  the  trade  figure  of  tourism  and  related 
industries  will  be  greater  than  any  other  economic 
departments.  Thus,  it  is  possible  to  bring  about  more 
prosperity  to  the  economy  of  the  3  regions  through 
deepening  their  cooperation  in  the  development  of  tour¬ 
ist  industries. 
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Foreign  Trade  Reform  Termed  Key  to  Developing 
Export-Oriented  Economy  in  Shashi 

40060465  Beijing  ZHONGGUO  JINGJI  TIZHI  GAIGE 
[CHINA  ECONOMIC  SYSTEM  REFORM]  in  Chinese 
No  6,  23  Jun  88  pp  29-31 


[Article  by  Zhang  Deguang  1728  1795  1639:  “No 
Export-Oriented  Economy  Without  Foreign  Trade 
Reform”] 


[Text]  Adapt  to  the  coastal  economic  development  strat¬ 
egy  and  strive  to  develop  an  export-oriented  economy. 
This  is  the  approach  Shashi  must  take  to  vitalize  its 
economy.  Shashi’s  plan  to  develop  an  export-oriented 
economy  is  to  build  on  its  foundation,  do  business 
directly  with  the  outside  world,  import  from  abroad 
while  cooperating  with  units  in  the  interior,  set  up  points 
along  the  coast,  open  up  to  the  outside  world,  and  take 
part  in  the  great  international  exchange.  How  to  imple¬ 
ment  the  plan?  In  my  opinion,  we  should  zero  in  at  the 
most  critical  point,  namely  the  intensification  of  foreign 
trade  reform. 


Foreign  Trade  System  Must  Be  Reformed 

The  export-oriented  economy  is  an  open  economy. 
Under  such  an  economy,  production  is  planned,  circu¬ 
lation  organized,  and  management  conducted  in  accor¬ 
dance  with  the  needs  of  the  international  market.  Export 
is  the  key.  It  is  export  which  completes  the  region’s 
economic  circulation  and  fuels  economic  growth  through 
continuous  economic  interactions  with  the  outside 
world.  An  export-oriented  economy,  therefore,  is  an 
economic  system  in  which  export  growth  serves  as  the 
engine  of  growth  for  the  internal  economy.  It  has  three 
basic  characteristics.  First,  its  export-oriented  economic 
operating  mechanisms  must  synchronize  with  those  of 
the  international  market.  Second,  the  export  sector  must 
become  the  leading  component  of  the  industrial  struc¬ 
ture.  Third,  domestic  production  must  directly  relate  to 
the  international  market. 

The  development  of  an  export-oriented  economy  has 
made  new  demands  on  the  foreign  trade  system.  The 
current  foreign  trade  system,  with  its  fragmentation  and 
monopolistic  practices,  is  not  compatible  with  the  devel¬ 
opment  of  an  export-oriented  economy.  Judging  from 
the  present  state  of  foreign  trade  work  in  Shashi,  all  the 
foreign  trade  sector  does  is  procurement  and  supply.  It 
has  no  operational  decision-making  power.  Among  the 
major  shortcomings  of  the  existing  foreign  trade  system 
are  the  following: 

1)  The  fusion  between  government  and  enterprise  func¬ 
tions  in  foreign  trade  departments.  Instead  of  shaping 
the  export  plan  in  accordance  with  the  needs  of  the 
international  market,  we  determine  export  assignments 
based  on  domestic  import  needs.  Instead  of  making 
economic  efficiency  our  starting  point,  we  let  the  amount 
of  foreign  exchange  we  have  to  earn  decide  what  and  how 
much  to  export.  As  a  result,  operators  do  not  care 
whether  they  turn  in  a  profit  or  lose  money  since  the 
losses  will  be  covered  by  the  state.  The  upshot  is  a 
passive  system  in  which  the  enterprise  is  dependent  on 
the  foreign  trade  department,  and  the  foreign  trade 
department  is  dependent  on  the  state.  Instead  of  an 
equal  cooperative  relationship  between  foreign  trade 
enterprises  and  production  enterprises,  there  are  con¬ 
flicting  interests.  To  fulfill  their  assignments,  the  various 
ports  try  to  beat  one  another  by  raising  procurement 
prices  and  some  slash  prices  to  stay  competitive,  all 
typical  of  this  kind  of  interest  relationship. 

2)  Lack  of  understanding  of  the  international  market 
conditions.  The  foreign  trade  procurement  system  pre¬ 
vents  enterprises  from  gaining  direct  access  to  foreign 
market  information.  It  takes  longer  for  goods  supply 
companies  in  Shashi  to  get  to  know  the  market  situation 
than  units  operated  by  the  province.  First  of  all,  it  is  a 
provincial  unit  that  negotiates  with  the  foreign  business¬ 
man.  Then  it  presents  the  municipal  goods  supply  com¬ 
pany  with  an  order  plan  or  sends  it  a  contract.  The  only 
way  the  municipal  company  gets  to  know  market  condi¬ 
tions  is  indirectly  through  the  orders  of  the  provincial 
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operating  company.  Since  the  distribution  and  sales 
personnel  under  the  municipal  Bureau  of  Foreign  Eco¬ 
nomic  Relations  and  Trade  and  their  counterparts  in  the 
export  production  enterprises  cannot  directly  deal  with 
foreigners,  these  enterprises  have  no  way  of  knowing 
how  much  the  international  market  wants  and  in  what 
design,  variety,  specifications,  and  quality.  With  the 
production  enterprises  uninformed  and  inadaptable,  an 
irrational  export  production  structure  and  direction 
remain  uncorrected  for  years. 

3)  Shashi  hardly  knows  which  commodities  are  sent  to 
what  countries.  Little  is  known  about  the  destinations  of 
the  exports  Shashi  sells  to  the  provincial  companies  each 
year.  After  arriving  at  the  provincial  companies,  Shashi 
exports  are  packed  together  with  commodities  from 
other  localities  and  are  all  stored  in  the  large  warehouses 
of  the  provincial  companies  to  be  shipped  to  nations  and 
regions  with  a  demand  for  them  by  the  companies  in  a 
centralized  manner.  If  it  exports  to  such  and  such 
countries,  a  provincial  company  claims  in  general  terms 
that  Shashi  products  are  marketed  in  those  countries. 
But  in  which  markets  are  our  products  really  competi¬ 
tive?  What  other  new  marketing  channels  can  be  opened 
up?  That  we  know  very  little  about. 

4)  No  knowledge  of  the  cost  of  earning  foreign  exchange. 
Foreign  trade  departments  do  not  release  export  prices 
and  the  cost  of  earning  foreign  exchange  to  production 
enterprises.  The  divorce  between  production  and  mar¬ 
keting,  between  industry  and  trade,  and  between  tech¬ 
nology  and  trade  deprives  enterprises  of  information  on 
comparative  advantage,  robbing  export-oriented  indus¬ 
tries,  trades,  enterprises,  and  products  of  effective  guid¬ 
ance.  This  is  how  foreign  trade  is  conducted  in  Shashi  at 
the  moment.  When  a  municipal  company  sends  com¬ 
modities  to  a  provincial  company,  the  account  is  settled 
in  renminbi.  When  the  provincial  company  ships  the 
commodities  abroad,  the  account  is  settled  in  foreign 
exchange.  The  provincial  company  converts  the  foreign 
exchange  into  renminbi  and  enjoys  a  subsidy  based  on 
the  prices  of  the  commodities.  There  is  a  time  lapse 
between  procurement  and  the  earning  of  foreign 
exchange.  An  enterprise  may  finally  get  to  know  the 
overall  cost  of  earning  foreign  exchange,  but  not  the  cost 
for  a  specific  batch  of  merchandise.  Some  commodities 
have  a  low  cost  of  earning  foreign  exchange,  but  the  lack 
of  such  knowledge  on  the  part  of  the  enterprise  prevents 
the  latter  from  moving  quickly  to  increase  production. 

5)  No  coordination  between  domestic  sales  and  export¬ 
ing.  Shashi’s  major  exports  are  textiles,  which  account 
for  68.4  percent  of  total  procurement  in  value.  Among 
the  various  categories  of  textile  exports,  cotton  yarn  and 
grey  cloth  dominate.  In  1987,  a  total  of  43.46  million 
meters  of  cotton  cloth  and  32.60  million  meters  of 
washed  cotton  cloth  were  procured  in  Shashi,  27.6 
percent  and  46.7  percent,  respectively,  of  total  output. 
Both  cotton  yarn  and  grey  cloth  are  currently  in  short 
supply  in  China  and  in  the  city.  Consequently,  there  is 
competition  between  the  export  and  domestic  sectors  for 


sources  of  supply.  But  given  the  divorce  between  pro¬ 
duction  and  marketing  in  the  foreign  trade  system,  the 
enterprises  are  wary  of  the  ever-changing  international 
market.  On  the  one  hand,  they  want  to  expand  export 
production.  On  the  other  hand,  they  worry  about  losing 
the  domestic  market.  The  system  makes  it  hard  for  the 
production  enterprises  to  respond  to  the  international 
market  from  a  long-term  strategic  perspective  and 
equally  hard  for  operating  units  and  enterprises  to  utilize 
the  two  kinds  of  resources  and  the  two  markets  to 
increase  production  and  coordinate  resources.  It  also 
militates  against  the  creation,  development,  and 
improvement  of  an  export  production  system. 

In  short,  the  existing  foreign  trade  system  hampers  our 
export  drive  and  interferes  with  positive  circulation.  One 
cannot  develop  an  export-oriented  economy  without 
ending  monopolistic  operations. 

The  Key  to  the  Development  of  an  Export-Oriented 
Economy 

The  Shashi  economy  is  in  the  midst  of  a  transition  from 
domestic  to  export  orientation.  To  effect  this  transition, 
we  must  replace  economic  operating  mechanisms  first 
and  foremost.  Only  by  establishing  modern  commodity 
operating  mechanisms  consistent  with  international 
norms  can  the  economy  of  Shashi  be  linked  up  with  the 
international  market,  enjoy  the  benefits  of  international 
specialization,  and  truly  become  a  part  of  the  great 
international  circle.  Only  then  can  Shashi’s  enterprises 
become  independent  commodity  producers  and  opera¬ 
tors,  make  technological  progress  amid  fierce  interna¬ 
tional  economic  competition,  increase  productivity  con¬ 
tinuously,  and  upgrade  themselves.  It  must  be  noted  that 
if  the  Shashi  economy  is  to  hook  up  with  the  interna¬ 
tional  market,  the  “connector”  has  to  be  the  develop¬ 
ment  of  foreign  trade  and  international  economic  links. 
For  this  reason,  the  intensification  of  foreign  trade 
reform  holds  the  key  to  the  development  of  an  export- 
oriented  economy. 

To  further  reform  the  foreign  trade  system,  we  must 
begin  by  operationally  hooking  up  the  Shashi  economy 
to  the  international  market.  Second,  we  must  increase 
exports  to  earn  more  foreign  exchange.  By  marketing 
Shashi  products  around  the  world,  we  can  earn  foreign 
exchange  to  pay  for  the  necessary  equipment,  technol¬ 
ogy,  and  raw  materials,  which,  in  turn,  will  be  used  in  the 
production  of  additional  exports.  And  on  it  goes.  The 
result  is  a  positive  circle  which  will  drive  the  develop¬ 
ment  of  the  entire  Shashi  economy.  Third,  we  must  let 
export  determine  production.  In  the  past,  enterprises 
exported  what  they  happened  to  be  able  to  turn  out.  Now 
we  must  do  something  different — produce  and  export 
whatever  the  international  market  wants.  In  other  words, 
we  must  replace  the  old  production-determincs-mar- 
keting  model  with  a  marketing-determines-production 
model,  plan  production  and  organize  exports  in  light  of 
market  needs,  and  lay  the  groundwork  for  an  export- 
oriented  economy.  Fourth,  the  foreign  trade  sector  must 
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make  use  of  the  existing  advantages  to  serve  production 
enterprises.  It  must  liberalize  operations,  integrate 
industry  with  trade,  join  forces  to  face  the  world  as  one, 
increase  exports,  and  stride  onto  the  stage  of  the  world 
economy. 

To  further  reform  Shashi’s  foreign  trade  system,  the 
higher  authorities  have  granted  Shashi  the  power  to 
import  and  export  directly,  giving  the  city  an  appropriate 
economic  climate.  This  must  be  combined  with  other 
measures. 

First,  vigorously  implement  the  contracted  system  of 
management  responsibility.  Ultimately,  Shashi  wants  to 
separate  government  and  enterprise  functions  in  foreign 
trade,  separate  enterprise  management  from  enterprise 
ownership,  put  export  and  import  on  a  sound  footing, 
and  improve  economic  efficiency.  Accordingly,  it  must 
meet  difficulties  head-on,  take  risks,  and  be  a  courageous 
pioneer  by  adopting  the  contracted  system  of  manage¬ 
ment  responsibility  in  the  foreign  trade  sector  and  in 
export-oriented  production  enterprises.  The  develop¬ 
ment  of  an  enterprise  and  the  interests  of  its  workers 
must  be  made  contingent  on  how  well  or  poorly  it  is  run. 
At  the  same  time,  enterprises  should  be  given  more 
operational  decision-making  authority  and  an  enlarged 
scope  of  business.  To  promote  the  growth  of  an  export- 
oriented  economy,  enterprises  should  be  permitted  to  do 
business  boldly  and  confidently,  free  to  adopt  a  multi¬ 
tude  of  forms  such  as  share-holding,  joint  operation, 
futures  trading,  counter-trade,  leasing,  consulting  ser¬ 
vices,  and  Sino-foreign  enterprises  of  the  “three  capital 
sources.” 

Second,  import  from  abroad,  cooperate  with  units  in  the 
interior,  and  cultivate  horizontal  linkages  energetically. 
We  should  waste  no  time  in  creating  a  regional  foreign- 
trade  economic  network  in  Shashi.  We  should  make  use 
of  import  and  export  advantages  and  absorb  products 
from  the  surrounding  areas  through  preferences,  econo¬ 
mies,  convenience,  service,  and  other  tools;  energize 
business;  and  increase  exports  so  that  everybody  has  a 
role  to  play  and  develop  together.  We  should  also  work 
hard  to  develop  processing  with  materials  provided, 
processing  with  samples  provided,  assemblage  with  parts 
provided,  compensation  trade,  and  other  forms  for  both 
the  domestic  and  the  foreign  markets,  which  would 
directly  connect  production  enterprises  with  the  foreign 
trade  sector,  foreign  firms,  and  enterprises  in  other  parts 
of  the  country,  in  order  to  increase  exports  and  foreign 
exchange.  In  addition,  we  should  plan  and  build  an 
export  commodity  production  system  for  Shashi  and 
other  localities  with  which  it  has  ties.  Available  funds 
and  material  resources  should  be  deployed  to  develop 
and  build  up  a  host  of  export  commodity  production 
bases  and  special  factories  and  shops  that  are  compatible 
with  the  needs  of  the  international  market,  earn  plenty  of 
foreign  exchange,  and  are  quick  to  turn  in  a  profit.  They 
should  be  transformed  into  competitive  and  innovative 
economic  entities  combining  production,  operations, 
and  scientific  research. 


Third,  set  up  points  along  the  coast,  open  windows  to  the 
outside  world,  and  create  a  circulation  system  well  suited 
to  the  export-oriented  economy.  Sino-foreign  joint  ven¬ 
tures  may  be  established  in  the  coastal  special  economic 
zone  to  do  business  with  foreigners  directly.  Also,  facto¬ 
ries  may  be  established  jointly,  relying  on  Shashi’s  export 
production  enterprises  and  foreign  trade  enterprises  and 
exploiting  the  resources  in  the  neighboring  areas.  Their 
products  may  be  sent  to  the  coast  for  additional  process¬ 
ing  and  then  packed  and  shipped  abroad.  In  addition, 
offices  and  factories  may  be  opened  in  Hong  Kong, 
Macao,  and  other  countries.  Trade  offices  may  be  set  up 
to  create  a  foreign  trade  network. 

Fourth,  strengthen  the  operating  mechanisms  of  foreign 
trade  and  production  enterprises.  Within  the  framework 
of  macroeconomic  regulation  and  control,  administra¬ 
tive  departments  in  charge  of  foreign  trade,  departments 
in  charge  of  production  enterprises,  and  other  compre¬ 
hensive  departments  should  continue  to  delegate  author¬ 
ity  and  expand  the  decision-making  authority  of  foreign 
trade  and  production  enterprises  in  planning,  self-man¬ 
agement,  distribution,  and  organizational  set-up.  Over 
time,  these  enterprises  should  be  free  to  negotiate 
directly  with  foreign  firms,  close  deals,  sign  contracts, 
and  honor  contracts. 

Fifth,  formulate  coordinated  policies  that  dovetail  with 
foreign  trade  reform.  For  example,  to  speed  up  the 
development  of  Shashi’s  foreign  economic  relations  and 
trade,  we  need  policies  to  encourage  the  lowering  of  the 
cost  of  earning  foreign  exchange,  reduce  necessary  sub¬ 
sidies  for  products  that  are  big  money-losers,  stimulate 
exports  over  and  above  the  base  figure  so  that  the 
enterprises  would  get  to  retain  a  bigger  share  of  the 
foreign  exchange  earned,  and  give  enterprises  priority  in 
the  allocation  of  electricity,  raw  materials,  packaging 
materials,  and  funds. 

Wanted:  A  Pioneering,  Innovating  Spirit 

The  intensification  of  foreign  trade  reform  and  the 
development  of  an  export-oriented  economy  is  part  and 
parcel  of  overall  economic  structural  reform  in  Shashi.  It 
involves  every  single  sector  and  is  a  task  to  be  under¬ 
taken  by  the  city’s  entire  populace.  There  should  be  a 
consensus  and  close  coordination  between  all  sectors. 

First,  leaders  at  all  levels  must  instill  a  strong  sense  of 
reform  and  of  opening  up  to  the  outside  world.  They 
should  have  the  spirit  and  wisdom  of  an  innovator  and 
pioneer.  They  should  copy  the  mentality  of  the  people  of 
Guangdong — “walk  faster  when  the  light  turns  green.” 
Leaders  at  all  levels  should  stand  at  the  forefront  of 
reform  and  release  the  immense  energy  of  reform  with 
their  strong  consciousness  of  reform  and  opening  to  the 
outside  world. 

Second,  all  quarters  in  society  should  coordinate  their 
moves  and  work  together  with  one  heart  to  create  a 
favorable  business  climate  and  the  necessary  conditions 
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for  developing  foreign  trade.  Every  facet  of  foreign  trade 
production  and  export,  such  as  working  funds,  foreign 
exchange  working  funds,  storage,  transportation,  com* 
munications,  international  accounts  settlement,  foreign 
exchange  control,  commodity  testing,  customs  declara¬ 
tion,  and  customs  examination,  requires  cooperation 
from  every  quarter  for  a  smooth  transaction.  All  enter¬ 
prises  and  sectors  involved  should  do  their  best  and 
present  a  united  front  to  the  outside  world  in  order  to  lay 
the  groundwork  for  and  serve  foreign  trade  develop¬ 
ment. 

Furthermore,  we  need  to  select  qualified  personnel  to 
replenish  and  improve  the  foreign  trade  corps.  The  key 
to  developing  foreign  trade  and  an  export-oriented  econ¬ 
omy  is  qualified  personnel.  Foreign  trade  is  quite 
demanding  when  it  comes  to  personnel  requirements. 
First  of  all,  they  must  have  extensive  knowledge  in 
economic  theory,  understand  the  relationship  between 
production  and  trade,  and  are  familiar  with  the  eco¬ 
nomic  trends  in  China,  in  the  province,  and  in  the  city. 
Second,  they  must  be  equipped  with  special  foreign  trade 
knowledge,  proficient  in  a  foreign  language,  and  well 
versed  in  marketing,  foreign  trade  rules,  the  tariff  sys¬ 
tems,  customs  regulations,  and  commercial  examination 
rules  of  various  nations,  as  well  as  international  foreign 
exchange  remittance  procedures.  In  addition,  they  must 
have  commodity,  legal,  insurance,  transportation, 
finance,  accounting,  and  statistical  knowledge.  Third, 
they  must  be  adept  at  collecting  and  utilizing  economic 
information.  Clearly,  Shashi’s  present  foreign  trade 
corps  falls  short  of  the  demand  of  foreign  trade  reform. 
Therefore,  apart  from  stepping  up  training  for  existing 
personnel  to  upgrade  their  skills,  we  must  look  for 
qualified  personnel  in  every  sector  all  over  the  city  and 
recruit  qualified  personnel  from  outside  to  reinforce  our 
foreign  trade  corps. 

12581 

LABOR 

Characteristics,  Problems,  Prospects  of 
Burgeoning  Markets 

40060445  Chongqing  GAIGE  [REFORM]  in  Chinese 
No  3,  10  May  88  pp  126-131 

[Article  by  Labor  Market  Discussion  Group,  Chongqing 
Academy  of  Social  Sciences:  “A  Survey  of  China’s  Labor 
Markets” 

[Text]  Labor  markets  are  springing  up  and  developing 
widely  throughout  the  country’s  cities  and  countryside, 
especially  in  large  and  medium  size  cities.  The  purpose 
of  this  article  is  to  mirror  the  present  situation  in  the 
country’s  labor  markets,  to  reveal  the  position  and 
function  of  labor  markets  in  the  country’s  system  reform 
and  social  transformation,  and  to  consider  in  a  prelimi¬ 
nary  way  problems  existing  in  the  country's  labor  mar¬ 
kets. 


The  Burgeoning  Labor  Markets 

China’s  labor  markets  sprang  up  in  the  wake  of  the  Third 
Plenum  of  the  11th  Party  Central  Committee.  They 
sprouted  along  with  rural  contract  responsibility  sys¬ 
tems,  and  they  developed  in  concert  with  complete 
reform  of  the  economic  system  that  centered  on  cities. 

In  the  beginning,  labor  markets  had  three  distinctive 
features  as  follows.  First,  they  formed  spontaneously. 
Second,  more  than  90  percent  of  the  markets  consisted 
of  surplus  rural  labor.  In  cities,  market  demand  was 
primarily  for  domestic  help  and  craftsmen;  in  rural 
villages  (principally  along  the  southeastern  seacoast),  it 
was  for  staff  members  and  workers  in  township  enter¬ 
prises,  and  private  rural  enterprises.  Third  was  differ¬ 
ences  in  the  “places  of  origin.”  Inland,  the  market 
appeared  first  in  large  cities,  and  in  southeastern  coastal 
areas  (Guangdong,  Fujian,  Jiangsu,  and  Zhejiang  Prov¬ 
inces)  the  market  emerged  simultaneously  in  cities  and 
rural  market  towns.  Initially,  the  situation  of  the 
country’s  labor  market  coincided  completely  with  the 
situation  in  reform  of  the  country  ’s  economic  system. 

As  reform  of  the  urban  economic  system  spread,  and  the 
city  and  countryside  commodity  economy  developed, 
the  country’s  labor  markets  exhibited  new  distinctive 
features. 

1.  Various  Types  of  Market  Models 

China’s  labor  markets  currently  consist  of  free  markets 
and  organized  markets,  publicly  run  markets  and  pri¬ 
vately  run  markets,  general  markets  and  specialized 
markets,  which  overlap  each  other. 

Free  markets  may  be  divided  into  visible  free  markets 
and  invisible  free  markets.  By  visible  free  markets  is 
meant  that  persons  available  to  do  labor  gather  sponta¬ 
neously  at  labor  exchange  sites  in  streets  and  alleys.  By 
invisible  markets  is  meant  job  advertisements  that  arc 
seen  here  and  there,  contacts  through  acquaintances,  and 
labor  exchanges  run  by  brokers.  The  country’s  first  kind 
of  labor  market,  the  free  labor  markets,  have  now  greatly 
expanded  their  scope.  Not  only  do  they  include  the 
surplus  rural  workforce  such  as  domestic  help,  crafts¬ 
men,  and  staff  members  and  workers  for  township 
enterprises,  but  they  also  include  urban  workers  who 
have  resigned  or  retired,  and  young  people  awaiting 
employment  in  cities,  as  well  as  a  small  number  of 
employed  scientific,  technical,  and  managerial  personnel 
seeking  additional  work  as  advisors  or  consultants. 

Organized  markets  includes  both  privately  operated 
markets  and  publicly  operated  markets.  Privately  oper¬ 
ated  markets  have  appeared  only  in  Guangzhou  in  the 
form  of  private  “labor  brokers.”  By  publicly  operated 
markets  is  meant  labor  markets  under  government  lead¬ 
ership,  which  are  of  two  kinds  as  follows.  First  are  labor 
markets  operated  by  labor  administration  units,  or  their 
subordinate  labor  serv  ice  companies  in  all  jurisdictions. 
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(In  some  cities,  the  domestic  help  labor  market  and  the 
construction  labor  market  are  under  the  leadership  of,  or 
are  operated  respectively  by  the  Women’s  Federation 
and  construction  administration  and  management 
units.)  In  principle  this  type  of  labor  market  does  not 
cater  to  cadres  in  a  broad  sense  who  are  seeking  employ¬ 
ment,  and  may  be  termed  a  general  labor  market.  The 
second  kind  of  publicly  operated  markets  are  the  “skilled 
personnel  exchange  centers”  that  are  run  by  personnel 
units  in  all  jurisdictions.  (In  Shanghai,  these  are  termed 
“skills  banks;”  in  Shenyang,  they  are  termed  “skilled 
labor  markets;”  and  in  Xian,  they  are  termed  “skilled 
personnel  intelligence  markets.”)  In  principle,  these  mar¬ 
kets  cater  to  cadres  in  a  broad  sense,  and  may  be  termed 
high-ranking  labor  markets  (Currently,  it  is  mostly  intel¬ 
lectuals  such  as  engineers  and  technicians,  and  teachers 
who  register  and  are  exchanged  in  these  markets.)  In 
addition,  all  publicly  operated  labor  markets  may  be 
divided  in  terms  of  their  exchange  methods.  They  may 
be  divided  into  advertised  markets  and  unadvertised 
markets.  The  former  are  found  in  inland  China  in  places 
such  as  Xian,  Chongqing  and  Shenyang,  and  the  latter 
are  found  in  southeastern  coastal  areas  such  as  Shenzhen 
and  Wuxi.  The  reason  for  this  distinction  is  that  the 
commodity  economy  of  inland  China  is  not  well  devel¬ 
oped,  so  there  is  a  lot  of  pressure  to  find  employment 
there.  Advertising  of  markets  increases  the  attraction 
and  the  ability  of  markets  to  handle  labor  exchanges, 
thereby  increasing  the  number  of  market  transactions. 
Currently,  publicly  run  labor  markets  are,  first  of  all, 
under  leadership  of,  or  operated  by,  labor  or  personnel 
units;  second,  they  pay  close  attention  to  workforce 
statistics  and  the  compilation  of  data  (including  the 
building  of  “skilled  personnel  banks,”  “labor  resources 
banks”  and  market  information  networks);  and  third, 
they  are  responsible  for  registering  and  exchanging  a 
large  volume  of  both  local  labor  and  labor  from  else¬ 
where,  and  for  organizing  the  dispatch  and  the  importa¬ 
tion  of  labor.  They  play  a  major  regulatory  function  and 
cover  a  wide  range  of  activities;  they  have  become  the 
main  form  of  the  country’s  labor  market. 


The  general  market  is  oriented  toward  the  open  labor 
market  in  each  community,  and  in  society  as  a  whole. 
The  above-mentioned  labor  and  personnel  units  func¬ 
tion  as  representatives  in  running  both  the  general  labor 
markets  and  the  high  level  labor  markets.  Specialized 
markets  consist  primarily  of  household  labor  markets, 
social  labor  markets,  rural  construction  gang  markets, 
technical  worker  exchange  markets,  and  markets  for  staff 
members  and  workers  who  have  resigned  or  retired.  In 
some  cities  and  districts,  some  of  these  markets  are  a 
specialized  part  of  general  markets.  In  addition,  as  part 
of  the  enlivening  of  permanent  positions  for  staff  mem¬ 
bers  and  workers,  the  Chongqing  Municipal  Machinery 
Bureau  is  trying  out  an  “industry  market.”  (This  is  open 
only  to  those  within  the  system,  and  helps  business  labor 
groups  within  the  system,  and  the  evening  out  of  sur¬ 
pluses  and  shortages  in  workforces.) 


It  is  worth  noting  that  wherever  there  are  general  labor 
markets  or  specialized  labor  markets  operating  under 
government  leadership,  there  have  been  new  trends  of 
development. 

One  is  new  splits  and  consolidations.  First,  an  overlap¬ 
ping  is  taking  place  in  general  labor  markets  and  high 
level  labor  markets.  The  point  of  overlap  is  exchanges  of 
the  “five  university  students”  (namely,  television  uni¬ 
versity,  correspondence  university,  staff  member  and 
worker  university,  publications  university,  and  self  study 
university  students),  exchanges  of  technical  workers,  and 
exchanges  of  staff  members  and  workers  who  have 
resigned  or  retired.  Second,  new  splits  and  consolida¬ 
tions  have  begun  in  ordinary  general  labor  markets  and 
ordinary  specialized  markets,  examples  being  the  Yuan- 
bei  District  “labor  market”  and  the  Beilin  District 
“labor  market,”  which  are  ordinary  labor  markets  of  the 
general  type.  Today,  the  former  is  evolving  into  Xian’s 
exchange  center  for  technical  workers,  while  the  latter  is 
evolving  into  Xian’s  social  labor  exchange  center.  Con¬ 
versely,  certain  formerly  independent  specialized  mar¬ 
kets  and  domestic  help  markets  in  cities,  including  both 
those  that  formed  spontaneously  and  those  that  operate 
under  government  leadership,  have  evolved  into  general 
labor  markets  or  social  labor  markets.  Analysis  shows 
most  of  these  changes  to  be  closely  related  to  the  make 
up  of  local  industry  and  the  make  up  of  the  workforce  in 
the  places  in  which  the  markets  are  located. 

Second  is  movement  toward  systemization.  Currently,  in 
places  where  labor  markets  got  off  to  an  early  start,  and 
particularly  where  labor  markets  under  government 
leadership  began  somewhat  earlier,  a  labor  market  sys¬ 
tem  is  in  process  of  formation,  with  some  being  substan¬ 
tially  complete.  In  Xian,  for  example,  where  only  labor 
markets  under  government  leadership  exist,  namely  at 
the  several  levels  of  the  city,  districts  and  counties, 
streets,  and  township  and  towns,  each  has  a  different 
emphasis  or  division  of  labor,  and  all  are  competitive 
and  coordinated.  Because  of  their  high  responsiveness  to 
information,  their  strong  regulatory  function,  and  their 
broad  coverage,  the  labor  market  systems  of  various 
forms  and  at  various  levels  in  some  major  cities  have 
forged  links  that  transcend  regional  or  municipal  lines. 
For  example,  the  Xian  market  has  arranged  with  the 
Chongqing  market  for  the  importation  of  household 
help;  the  Guiyang  market  has  sent  workforces  to  coastal 
markets,  etc.  If  this  goes  on,  foreseeably  it  will  take  only 
a  few  years  for  a  multiform,  multilevel,  completely  open 
network-type  labor  market  system  to  take  shape  in 
China. 

2.  Flexible  and  Varied  Exchange  Methods 

Generally  speaking,  the  methods  that  labor  markets  use 
to  effect  labor  exchanges  are  transfers,  temporary  trans¬ 
fers,  posting  to  two  positions  at  the  same  time,  advertis¬ 
ing  job  vacancies  (in  newspapers),  and  employment 
(following  on-the-spot  demonstrations  and  testing).  The 
services  that  labor  markets  supply  include  providing 


JPRS-CAR-88-058 
23  September  1988 


28 


ECONOMIC 


supply  and  demand  information,  providing  places  where 
discussions  may  be  held  and  exchanges  made,  handling 
of  registration  and  exchange  procedures,  organization  of 
the  dispatch  and  the  importation  of  labor,  conducting 
various  kinds  of  labor  training  (both  training  in  general, 
and  training  on  behalf  of  others),  as  well  as  employment 
counseling,  job  introductions,  and  organizing  intellect 
(such  as  the  “braintrust  spheres”  and  the  “Sunday  engi¬ 
neers”  that  Xian  has  organized  that  remove  problems 
and  relieve  worries  of  a  technical  and  administrative 
nature  for  users).  Forms  of  exchange  include  exchanges 
of  ordinary  workers,  and  contracting  for  labor  and 
technical  workers;  and  exchanges  of  skilled  personnel 
and  intellect  (with  no  change  in  the  administrative  status 
of  the  skilled  personnel  concerned).  In  terms  of  time, 
there  are  day-to-day  exchanges  and  mass  meeting 
exchanges.  (In  coastal  markets,  day-to-day  exchanges  are 
used;  in  inland  markets,  a  combination  of  the  methods  is 
used,  day-to-day  exchanges  predominating.)  In  short, 
these  market  exchange  methods  show  a  higher  number  of 
transactions,  greater  satisfaction  on  the  part  of  both  the 
employer  and  the  employed,  and  better  economic  and 
social  results  than  the  traditional  labor  personnel  system 
of  centrally  made  assignments. 

3.  Flows  in  Two  Directions  and  Two  “Hot  Spots’1 

There  is  currently  a  trend  toward  flow  in  both  directions 
in  China’s  market  labor  forces.  By  this  is  meant  a 
reciprocal  flow  between  city  and  countryside,  among 
large,  medium  and  small  cities,  between  developed  and 
backward  areas,  and  between  different  systems  of  own¬ 
ership.  In  Guangzhou  and  Wuxi,  for  example,  a  substan¬ 
tial  amount  of  the  workforce  has  flowed  into  enterprises 
in  the  suburbs,  in  townships,  and  in  towns.  In  Shenyang 
and  Xian,  a  small  number  of  engineers  and  technicians 
from  large  and  medium  size  state-owned  enterprises  and 
scientific  research  institutes  have  flowed  toward  collec¬ 
tive  enterprises  both  inside  and  outside  the  cities,  and 
into  township  and  town  enterprises.  Thus,  the  direction 
of  flow  for  workforces  in  the  country’s  labor  market  is 
not  only  from  rural  villages  to  cities,  from  small  cities 
into  large  and  medium  size  cities,  from  border  regions  to 
inland  areas,  from  backward  areas  to  developed  areas,  or 
from  collective  units  to  state-owned  units.  There  are  four 
main  reasons  for  this.  First  is  preliminary  reform  of  the 
system  for  using  labor  in  cities;  second  is  the  weeding  out 
function  of  the  market  mechanism;  third  is  the  higher 
compensation  for  labor  that  is  paid  by  collective,  town¬ 
ship,  and  town  enterprises;  and  fourth  is  the  different 
value  concepts  and  the  different  job  choices  of  workers. 

In  terms  of  the  volume  of  flow  in  space,  there  are  two 
obvious  “hot  spots”  at  the  present  time  in  both  the 
direction  and  volume  of  flow  in  the  country’s  labor 
market.  These  are  large  and  medium  size  cities,  and 
economically  developed  rural  villages  along  the  south¬ 
eastern  coast,  with  movement  within  and  across  regions. 
This  is  not  a  blind  movement  by  any  means,  but  rather  a 
spontaneously  induced  result  of  the  development  of 
economic  and  social  “hot  spots”  in  which  one  is  able  to 


make  more  money  and  in  which  life  is  richer.  In  addi¬ 
tion,  the  surplus  labor  in  villages  in  backward  areas  can 
learn  skills,  broaden  their  outlook,  and  accumulate  funds 
in  such  places.  This  is  yet  another  important  reason  for 
the  formation  of  “hot  spots.” 

4.  Movement  Toward  Systemization  and  Legalization 

A  survey  of  labor  markets  in  Shenyang,  Xian,  Chongq¬ 
ing,  and  Guiyang  shows  that  the  governments  in  all  four 
cities  have  promulgated  “Temporary  Methods  For 
Administering  Labor  Markets.”  The  governments  and 
departments  concerned  have  used  these  regulations  as  a 
basis  for  promulgating  either  specialized  methods  or 
temporary  regulations.  These  methods  or  regulations 
have  already  had  a  bearing  on  the  labor  market  system 
(leadership  system,  organizational  system,  and  institu¬ 
tional  character),  on  exchange  policies,  labor  relation¬ 
ships,  and  labor  arbitration.  This  shows  that  the 
country’s  labor  markets  are  moving  in  the  direction  of 
becoming  systematized  and  legalized. 

Incomplete  Function  and  Shock  Reflex 

The  basic  function  of  labor  markets  is  to  use  open 
competition  to  regulate  the  distribution  and  employ¬ 
ment  of  labor  resources.  This  function  cannot  be  per¬ 
formed  without  the  use  of  wage  levers.  However,  at  the 
present  time,  the  function  of  China’s  labor  market  in 
regulating  the  economy  is  still  incomplete. 

First,  its  scope  is  too  narrow.  Just  three  kinds  of  persons 
are  the  main  subjects  of  labor  market  regulation  today, 
namely  the  surplus  rural  workforce,  young  people  await¬ 
ing  employment  in  cities,  and  staff  members  and  work¬ 
ers  who  have  resigned  or  retired. 

Second,  its  function  is  incomplete.  This  is  demonstrated 
conspicuously  in  the  reallocation  and  transfer  of  staff 
members  and  workers  where  a  need  to  reduce  personnel 
exists  but  there  is  no  place  for  them  to  go.  This  state  of 
affairs  frequently  means  that  many  people  register  but 
few  transactions  are  concluded  in  the  labor  market.  Even 
in  the  case  of  transfers  from  large  cities  to  small  cities, 
from  state  owned  municipal  units  to  collectives,  and 
voluntary  transfers  from  street  enterprises  to  township 
enterprises,  in  most  cases  negotiations  are  successful,  but 
the  transfers  fail.  The  reasons  still  lie  in  the  administra¬ 
tive  system. 

China’s  labor  markets  have  developed  out  of  the  weak 
link  in  the  traditional  labor  personnel  system.  It  is 
willing  to  play  a  “support”  role  in  labor  flow.  As  the 
antithesis  of  the  traditional  labor  personnel  system, 
China’s  labor  markets  also  both  issue  challenges  and  use 
a  “shock  reflex”  to  strengthen  their  own  function  and 
develop  their  own  area  of  regulation. 

1.  Generally  Developed  Technical  Exchange.  In  this  mar¬ 
ket,  except  for  a  small  number  of  people  who  receive 
official  permission  to  transfer,  most  people  in  the  same 
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industry  transfer  temporarily,  are  hired,  serve  in  concur¬ 
rent  positions,  or  are  contracted  for  technical  work. 
Thus,  the  workforce  belongs  to  a  department  or  a  unit  in 
name,  but  the  labor  and  the  skills  have  been  able  to 
move. 


2.  The  Emerging  Exchange  of  Intellect.  In  view  of  the 
“difficulty  of  moving  skilled  personnel,”  various  meth¬ 
ods  whereby  intellect  can  flow  without  any  movement  of 
skilled  personnel  have  come  about  in  high  level  labor 
markets  in  one  large  city  after  after  another.  In  addition 
to  a  person  holding  more  than  one  position  at  a  time, 
temporary  transfers,  and  concurrent  hirings,  personnel 
employed  in  labor  markets  have  more  and  more  resorted 
to  the  organization  of  intellect  for  spare  time  work. 

3.  Standards  For  Hiring  Workers  and  Hiring  Cadres 
Enter  the  Markets.  Xian  and  Shenyang  have  begun  to 
include  in  employment  markets  the  graduates  of  the 
“five  bigs,”  non-resident  students  in  institutions  of 
higher  learning  who  pay  their  own  tuition,  and  graduates 
of  vocational  senior  middle  schools,  none  of  whom  are 
subject  to  assignment  to  jobs  by  the  state.  They  have  also 
applied  standards  for  the  hiring  of  workers  and  cadres  to 
the  market,  and  have  instituted  contract  systems.  In 
addition,  some  cities  no  longer  prescribe  proportions  for 
internal  hirings  and  external  hirings  in  assigning  hiring 
norms.  Everything  is  oriented  toward  society,  to  carrying 
out  market  hiring  of  labor,  and  to  selectivity  in  admis¬ 
sions,  thereby  thoroughly  demolishing  the  cadre  system’s 
“three  track  system”  for  workers,  peasants,  and  cadres, 
and  lifelong  tenure  for  cadres. 

4.  Assault  Against  the  Traditional  Wage  System.  Virtu¬ 
ally  without  exception,  a  market  wage,  i.e.,  a  labor  price 
form,  has  been  adopted  for  the  exchange  of  all  kinds  of 
labor,  market  competition  thereby  becoming  a  part  of 
wage  distributions.  In  1987,  the  Shenyang,  Chongqing, 
and  Xian  labor  markets  showed  per  capita  monthly 
wages  ranging  between  50  to  200  yuan.  Traditional  wage 
distributions  were,  in  fact,  equal  distribution,  and  this 
form  of  distribution  has  yet  to  be  fundamentally 
touched.  Now  that  market  competition  has  penetrated 
the  distribution  of  wages  to  permanent  staff  members 
and  workers,  it  shows  the  way  to  complete  reform  of  the 
traditional  wage  system. 

5.  Assault  Against  the  Prevailing  Education  and  Training 
Systems.  China’s  educational  and  training  structure  and 
its  teaching  structure  are  currently  divorced  from  the 
needs  of  society.  It  is  for  just  this  reason  that  not  only 
training  for  employment,  and  training  for  change  in 
employment  is  given,  but  “extra”  training  (further  train¬ 
ing  of  whose  who  hold  diplomas)  is  also  given.  All  have 
become  important  associated  links  and  ingredients  of  the 
labor  market.  To  a  very  great  extent,  this  requires  that 
the  educational  and  training  structure  be  made  into  a 
structure  that  meets  the  needs  of  society. 


6.  A  Challenge  to  More  Thoroughgoing  Enterprise 
Reform.  One  difficult  problem  that  continues  to  exist  in 
reform  of  the  country’s  economic  system  is  how  to 
establish  and  perfect  a  business  management  system  that 
simultaneously  gets  rid  of  “short  term  behavior  in  enter¬ 
prises.”  If,  simultaneous  with  the  spelling  out  of  enter¬ 
prises’  (state  enterprises)  property  rights  and  assigning 
personal  responsibility  for  the  operation  of  enterprises’ 
assets,  we  make  market  competition  a  part  of  the  duties 
of  plant  managers,  directors, and  the  staff  members  and 
workers  in  enterprises  when  they  are  employed  and 
during  their  employment,  enterprises’  “short  term 
behavior”  may  disappear,  and  a  business  administration 
mechanism  may  come  into  being. 

7.  All  Out  Assault  on  Old  Ideas.  The  development  of  the 
country’s  commodity  economy  that  has  taken  place 
cannot  but  have  exerted  a  subtle  influence  on  people’s 
ideas.  Practice  has  shown  that  the  faster  a  commodity 
economy  develops,  and  the  sooner  labor  markets  are 
opened,  the  more  completely  is  the  concept  of  holding 
out  an  “iron  rice  bowl”  changed.  This  concept  is 
replaced  by  concepts  of  competition,  of  time,  of  creativ¬ 
ity,  a  realistic  approach,  and  a  spirit  of  self-improve¬ 
ment. 


The  Problem  of  Apparent  and  Potential  Obstacles 

In  an  overall  sense,  China’s  traditional  labor,  personnel 
(cadre),  and  wage  systems  have  been  the  three  major 
obstacles  to  development  of  the  country’s  labor  markets. 
Rapid  spread  of  reform  of  these  three  major  systems  has 
been  the  key  to  development  of  the  country’s  labor 
markets,  and  it  is  also  the  focus  of  the  current  thorough¬ 
going  reform. 

There  are  other  apparent  and  potential  problems  that 
have  a  bearing  on  the  country’s  labor  markets. 

First  is  the  ideological  understanding  problem.  Para¬ 
mount  is  the  apprehensions  of  some  cadres  and  the 
public  that  the  opening  of  labor  markets  may  mean  that 
laborers  will  lose  their  position  as  masters.  Such  appre¬ 
hensions  make  a  certain  amount  of  sense.  However,  the 
question  of  having  or  not  having  a  position  as  master, 
and  of  being  or  not  being  exploited  is  not  a  matter  of 
whether  one  was  employed  through  a  labor  market,  but 
rather  to  whom  ownership  of  the  means  of  production 
and  surplus  labor  in  the  unit  in  which  one  is  employed 
reverts.  Surveys  show  that  not  one  of  the  staff  members 
and  workers  who  found  employment  through  the  labor 
market  in  state  run  or  collective  enterprises  feels 
exploited  within  the  enterprise  or  a  loss  of  position  as 
master.  Likewise,  everyone  who  became  a  hired  hand  or 
a  helper  in  a  private  business  through  a  labor  market 
acknowledged  that  he  or  she  was  exploited,  and  they 
realized  that  they  were  not  masters  of  the  enterprise. 
Confusion  in  ideological  understanding  has  led  to  all 
sorts  of  misgivings  and  vacillation  about  the  opening  of 
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labor  markets  in  some  places  and  some  units.  This  shows 
the  need  for  theory  and  propaganda  to  keep  pace  with  or 
even  to  precede  the  opening  and  developing  of  the 
country’s  labor  markets. 

Second  is  the  problem  of  the  form  of  the  market  system.  In 
China  today,  without  exception,  the  administrative  func¬ 
tioning  of  labor  markets  that  are  under  government 
leadership  comes  into  conflict  with  the  mechanism  of 
municipal  markets.  The  crux  of  this  problem  lies  in  the 
ill-defined  jurisdictional  boundaries  among  labor  (or 
personnel)  administrative  units,  their  labor  service  com¬ 
panies,  and  labor  markets.  The  reason  for  this  situation 
is  that  labor  markets  under  government  leadership,  or 
labor  (and  personnel)  administrative  units  in  each  juris¬ 
diction  are  run  directly,  or  that  labor  service  companies 
under  labor  administrative  units  are  directly  run. 


Third,  workforce  supply  is  greater  than  demand.  In  China 
today,  the  focus  of  conflicts  in  the  workforce  market  is 
on  the  flow  of  workforces  toward  two  “hot  spots,” 
namely  city  markets  and  rural  markets  in  economically 
developed  areas.  In  some  developed  areas  such  as  Suz¬ 
hou,  Wuxi,  and  Changzhou,  a  glut  has  taken  place  as  a 
result  of  the  large  influx  of  workers  from  outside.  It 
seems  that  unemployment  in  China  will  be  a  long-term, 
serious  problem. 


Fourth  is  movement  and  control  of  labor  markets.  The 

current  flow  of  the  workforce  toward  two  “hot  spots” 
produces  both  positive  and  negative  results.  The  entry 
into  cities  of  large  number  of  the  rural  labor  force  solves 
the  problem  of  the  cities  having  no  one  willing  to  do 
dirty,  hard,  and  tiring  work.  At  the  same  time,  it  inten¬ 
sifies  a  series  of  urban  social  problems  such  as  traffic 
congestion,  labor  disputes,  and  social  morality.  These 
problems  show  up  strongly  as  the  country’s  workforce 
flow  toward  the  two  “hot  spots.”  Some  signs  indicate 
that  some  places  plan  to  use  administrative  measures  to 
carve  up  and  monopolize  labor  markets. 


Fifth  is  labor  prices  and  wage  inflation.  When  labor 
markets  first  open  up  and  develop,  objectively  a  situa¬ 
tion  comes  about  in  which  market  wages  and  traditional 
wages  exist  at  the  same  time.  This  enables  permanent 
staff  members  and  workers  as  well  as  staff  members  and 
workers  who  have  resigned  or  retired  to  have  access  to 
dual  channels  of  wage  income,  taking  either  their  origi¬ 
nal  wages  or  the  market  wage.  When  two  forms  of  wage 
distribution  exist  at  the  same  time,  inevitably  a  duplica¬ 
tion  of  wage  income  and  extra  income  paid  for  expenses 
occurs,  thereby  leading  to  inflation  of  and  lack  of  control 
over  macroeconomic  consumption  funds. 


Finally,  the  labor  markets  have  raised  problems  for  labor 
arbitration,  social  insurance,  and  for  housing  and  chil¬ 
drens’  education  following  the  movement  of  workforces. 


Thoughts  About  the  Development  of  Labor  Markets  and 
Choices  Available 

The  opening  and  development  of  the  country’s  labor 
markets,  and  the  building  and  perfection  of  this  market 
system  is  inevitable.  We  would  like  to  propose  several 
choices  for  consideration  to  deal  with  obstacles  and 
problems  that  labor  markets  face. 

1.  Reform  of  the  Permanent  Job  System  and  the  Person¬ 
nel  Cadre  System.  Inasmuch  as  the  “shock  reflex”  of 
labor  markets  has  already  rocked  the  permanent  job 
system  and  softened  the  personnel  cadre  system,  we 
believe  the  time  has  come  for  further  reform  of  the 
permanent  job  system  and  the  personnel  cadre  system, 
and  that  reform  of  the  extent  of  employment  and  the 
wage  system  should  be  done  hand  in  hand.  The  model  to 
be  aimed  for  may  be  capsulized  as  “competitive  employ¬ 
ment  and  market  wages”.  This  should  form  the  basis  for 
effecting  a  simultaneous  change  in  the  way  in  which 
labor  resources  are  placed  and  the  way  in  which  wages 
are  distributed. 

2.  Selection  of  a  Market  System  Pattern.  Currently,  the 
role  of  labor  markets  as  mechanisms  under  government 
leadership  is  intertwined  with  administrative  functions. 
This  is  not  desirable,  nor  is  it  in  keeping  with  the  policy 
of  “the  state  regulates  the  market,  and  the  market  guides 
enterprise.”  Though  administrative  functions  genuinely 
played  an  active  role  during  the  early  stages  of  labor 
markets,  in  the  already  opened  labor  markets,  adminis¬ 
trative  desires  cannot  be  imposed,  nor  can  administra¬ 
tive  functions  permeate.  In  China,  the  labor  market 
system  should  be  task  oriented  and  service  oriented.” 
Labor  markets  should  be  responsible  principally  for 
registrations  and  exchanges,  for  employment  counseling, 
and  for  finding  jobs.  Labor  markets  of  different  types 
and  at  different  levels  should  act  as  partners  on  an  equal 
footing  and  competing  jointly.  It  is  necessary  to  follow 
the  principle  of  ”the  state  regulates  the  market,  and  the 
market  guides  enterprise”  to  smooth  relationships 
among  labor  personnel  units,  their  subordinate  labor 
service  companies,  and  labor  markets.  The  key  to  achiev¬ 
ing  this  lies  in  a  change  in  the  functions  of  labor 
personnel  units,  and  organizational  reform.  Second,  it  is 
necessary  to  clarify  the  mission  that  is  to  be  served  by  the 
continued  existence  of  labor  service  companies  belong¬ 
ing  to  labor  units.  Should  or  should  not  such  organiza¬ 
tions,  in  which  political,  business,  and  work  functions 
are  combined,  make  a  transition  from  the  function  of 
controlling  labor  markets  to  becoming  ’’regulatory”?  If 
so,  there  should  be  a  clarification  of  their  functional 
boundaries  as  well  as  those  of  labor  personnel  units, 
labor  markets,  employment  training  centers,  and  even 
civil  government  departments. 

Third  is  unemployment  choices.  In  China,  where  the  size 
of  the  workforce  greatly  exceeds  demand,  unemploy¬ 
ment  is  unavoidable.  Faced  with  this  reality,  there  is  a 
choice  of  only  two  roads,  either  unemployment  on  the 
job  or  unemployment  as  a  result  of  competition.  Practice 
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has  shown  selection  of  the  first  to  be  unworkable.  When 
the  second  is  chosen,  the  merciless  market  poses  risks 
and  a  certain  amount  of  threat  for  people.  Nevertheless, 
theoretically  speaking,  a  certain  amount  of  unemploy¬ 
ment  is  a  common  outgrowth  of  both  socialized  large 
scale  production  and  a  commodity  economy.  Thus,  it  is 
inevitable  and  normal.  Socialized  large  scale  production 
determines  the  industrial  structure,  the  technical  struc¬ 
ture  and  the  production  structure  in  a  dynamic  process 
of  development,  and  a  commodity  economy  accelerates 
changes  in  the  structure  of  this  system.  This  decides,  in 
turn,  the  readjustment,  composition,  and  renewal  of  the 
workforce  in  the  course  of  movement.  Thus,  unemploy¬ 
ment  of  a  structural,  technical,  frictional,  or  seasonal 
nature  is  bound  to  exist.  Cognitively  speaking,  unem¬ 
ployment  that  results  from  competition  does  not  mean 
that  certain  people  will  be  out  of  work  for  a  long  period 
of  time.  Except  for  the  totally  indolent,  willingness  to  try 
to  get  ahead  is  all  that  is  needed  and  there  will  be 
numerous  employment  opportunities.  In  this  sense,  a 
certain  amount  of  unemployment  is  actually  a  price  to  be 
paid  for  improvement  of  the  quality  of  individual  work¬ 
ers  and  for  social  progress  including  the  integration  of 
fairness  and  efficiency,  motivation  and  coordination  in 
society.  In  a  practical  sense,  the  economy  of  China’s 
cities  and  countryside  is  a  classic  “dual  structure.”  The 
rural  economic  level  is  lower  than  that  of  cities;  never¬ 
theless,  cities  are,  without  doubt,  a  huge  “attraction”  for 
excess  rural  labor,  and  they  are  able  to  assimilate  large 
amounts  of  such  surplus  labor.  Moreover,  cities  surplus 
labor  goes  to  township  and  town  enterprises  in  what  is, 
in  itself,  employment  of  a  technical  nature.  The  devel¬ 
opment  of  peasant  vocational  middle  schools  (such  as 
was  done  in  Ba  County  in  Chongqing),  and  the  operation 
of  peasant  technical  training  programs  are  also  effective 
ways  in  which  to  solve  the  surplus  rural  labor  problem 
while  developing  township  enterprises  at  the  same  time. 
In  addition,  the  export  of  labor  can  be  organized  (only 
urban  labor  may  be  exported  at  the  present  time). 
Therefore,  in  making  a  choice  between  unemployment 
on  the  job  and  unemployment  resulting  from  competi¬ 
tion,  China  can  chose  only  unemployment  that  results 
from  competition,  which  is  also  more  workable. 

Fourth  is  choices  for  macroeconomic  control  of  the  work¬ 
force.  This  problem  is,  in  essence,  as  follows:  Faced  with 
the  flow  of  the  labor  force  to  the  two  “hot  spots,”  should 
we  select  administrative  methods  to  block  it  or  should 
we  select  indirect  methods  of  channeling  it?  We  believe 
the  latter  to  be  the  proper  choice.  The  reason  that  surplus 
rural  labor  from  China’s  backward  areas  flows  into  large 
and  medium  size  cities  and  into  economically  developed 
rural  villages  like  those  in  southern  Jiangsu  is  that, 
comparatively  speaking,  large  and  medium  size  cities  are 
financially  and  technologically  intensive.  Southern 
Jiangsu  is  financially  intensive.  The  most  effective  way 
to  avoid  the  movement  of  the  workforce  into  “hot  spots” 
is  to  develop  lateral  investment  and  finance  capital. 

Fifth  is  the  choice  of  wage  funds  controls.  The  simulta¬ 
neous  existence  of  two  forms  of  wage  distribution  has 
brought  about  an  inflation  of  and  loss  of  control  over 


wage  funds.  How  can  macroeconomic  wage  inflation  be 
controlled?  We  believe  that  the  key  lies  in  doing  all 
possible  to  shorten  the  time  required  for  a  change  over 
from  the  traditional  wage  system  to  the  market  wage 
system  in  order  to  avoid  the  long-term  co-existence  of 
two  forms  of  wage  distributions.  Were  a  single  market 
wage  system  to  be  instituted,  it  would  be  difficult  for 
wages  to  inflate.  First  of  all,  in  theory,  market  wages  are 
actually  marginal  wages  that  have  as  their  premise  insur¬ 
ing  maximum  profit.  They  are  determined  by  competi¬ 
tion  between  the  two  groups  that  supply  and  need  labor, 
within  the  supply  group,  and  within  the  demand  group. 
No  single  party  can  cause  a  rise  or  a  decrease  in  wages. 
Second,  in  practice,  there  is  a  sharp  conflict  in  China 
between  the  supply  of  labor  that  is  larger  than  the 
demand  for  labor.  Wage  levels  in  a  “buyer’s  market” 
positively  cannot  be  jacked  up. 
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Labor  Composition  Seen  Factor  in  Thorough 
Enterprise  Reform 

40060478  Beijing  BEIJING  RIBAO  in  Chinese 
24  Jun  88  p  1 

[Article  in  “Beijing  Moves  Ahead  Amid  Reform”  col¬ 
umn  by  Liu  Zongming  049 1  1 350  2494  and  Yu  Fei  0060 
7378:  “A  Breakthough  Point  in  Furthering  Enterprise 
Reform — Comments  on  the  Efforts  of  a  Group  of  Beij¬ 
ing’s  Industrial  Enterprises  To  Improve  the  Labor  Com¬ 
position”] 

[Text]  National  wealth  depends  on  the  economic  perfor¬ 
mance,  and  the  people’s  prosperity  also  depends  on  the 
economic  performance.  The  whole  foundation  and  pur¬ 
pose  of  our  reform  is,  of  course,  to  improve  the  economic 
performance. 

Improving  enterprise  economic  performance  is,  in  turn, 
the  key  to  improving  national  economic  performance. 

In  the  9  years  of  reform  and  opening  up  to  the  outside 
world,  Beijing’s  industrial  system  has  continued  to  push 
forward  the  reform  process  by  centering  on  efforts  to 
simplify  adminstration  and  delegate  authority,  promote 
the  factory  director’s  reponsibility  system,  practice  a 
variety  of  contracted  management  responsibility  sys¬ 
tems,  implement  reform  in  the  distribution  system,  and 
popularize  the  leasing,  stock  ownership,  transfer,  and 
auction  systems.  These  reform  measures  have  been  very 
successful.  The  municipality  has  gained  significant  eco¬ 
nomic  strength.  The  growth  of  its  productive  capacity 
has  been  robust.  Its  economic  performance  has  contin¬ 
ued  to  improve,  and  the  workers’  living  standard  has  also 
improved. 

But,  one  problem  continues  to  plague  us — enterprises 
remain  overstaffed.  The  burden  of  “five  people  doing 
three  people’s  work”  weighs  down  on  enterprises,  pre¬ 
venting  even  better  economic  performance. 
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Worried  and  disturbed,  study  and  ponder,  explore  and 
try. 

What  is  truly  exciting  and  encouraging  is  the  realization 
that  some  enterprises  in  the  city  have  found  the  break¬ 
through  point  to  further  the  industrial  enterprise  reform 
process  by  improving  the  composition  of  the  work  force. 

According  to  statistics,  at  present,  a  total  of  961  enter¬ 
prises  operated  by  the  16  municipal  industrial  compa¬ 
nies  (bureaus)  have  completed  a  pilot  program  to 
improve  the  composition  of  the  work  force.  Of  those,  44 
enterprises,  or  4.6  percent,  have  obtained  initial  results. 
The  pilot  program  affects  50,641  staff  and  workers,  4.6 
percent  of  the  entire  labor  force  in  the  industrial  system. 
Among  these  enterprises,  the  Beijing  Number  Two  Auto¬ 
mobile  Manufacturing  Plant,  the  Beijing  Pharmaceutical 
Plant,  the  Beijing  Number  Two  Coal  Plant,  the  Beijing 
Metalworks  Arts  and  Craft  Factory,  and  the  Huabei 
Optical  Instrument  Plant  have  found  the  ways  and 
discovered  the  effective  measures. 

Their  first  target  of  attack  is  the  “three  irons” — “iron 
rice  bowl,  iron  armchair,  and  iron  wages.”  The  Beijing 
Number  Two  Automobile  Manufacturing  Plant  has 
combined  structural  reform,  personnel  reform,  reform  in 
the  hiring  process,  and  reform  of  the  allocation  system 
under  one  process.  It  lets  the  amount  of  work  determine 
the  number  of  posts  which  in  turn  determine  the  number 
of  workers.  It  has  implemented  a  system  of  self-recom¬ 
mendation  to  select  workers  from  inside  and  outside  the 
plant,  and  only  the  most  qualified  workers  are  assigned 
posts.  The  staff  has  been  carefully  trimmed  to  1,241 
workers,  and  this  is  a  change  from  the  past  “tight  first 
line,  slack  second  line,  and  bloated  third  line”  situation. 
The  Huabei  Optical  Instrument  Plant  stands  behind  the 
principle  of  full  workload  method  and  “let  the  amount  of 
work  responsibility  determine  the  positions,  and  hire 
workers  based  on  the  job  requirement.”  It  has  reversed 
past  practices  of  creating  jobs  for  the  workers  and  hiring 
more  hands  than  needed.  More  than  1,900  workers,  74 
percent  of  the  total  staff  and  workers,  have  been  affected 
by  the  reform.  Beijing’s  Number  Two  Coal  Plant,  besides 
implementing  measures  to  improve  the  labor  composi¬ 
tion  and  putting  the  permanent  staff  and  workers  under 
labor  contract  management,  has  also  opened  a  bank 
inside  the  plant,  abolished  the  graded  wage  system,  and 
set  up  a  job  performance  wage  system  which  is  primarily 
a  job-based  wage  system.  It  has  smashed  the  “iron  rice 
bowl”  and  at  the  same  time  stopped  guaranteeing  “iron 
wages.”  The  Beijing  Pharmaceutical  Plant  has  intro¬ 
duced  competition  into  personnel  management  and  has 
installed  a  system  of  public  hiring  among  its  more  than 
600  cadres  and  has  removed,  after  careful  screening,  30 
percent  of  the  mid-level  cadres  and  46  percent  of  the 
ordinary  cadres.  Cadres  who  have  been  removed  are  no 
longer  entitled  to  cadre  wages,  and  thus  the  “iron 
armchair”  has  been  removed. 

The  improved  labor  composition  has  gradually  become  a 
dynamic  composition.  The  improved  labor  composition 
is  not  meant  to  be  perpetual.  Workers  who  fail  to 


complete  their  assignments  on  time  must  step  down,  and 
those  with  improved  operating  skills  and  improved  work 
attitude  can  be  reinstated.  The  Beijing  Number  Two 
Auntomobile  Manufacturing  Plant  has  set  up  an  internal 
labor  market  as  well  as  a  permanent  “standby”  employ¬ 
ment  office.  In  the  past  few  months,  more  than  20 
workers  who  had  been  assigned  jobs  have  been  returned 
to  the  “standby”  list.  Several  other  plants  have  set  up 
similar  organs  and  internal  labor  markets.  These  efforts 
not  only  have  eliminated  the  “iron  rice  bowl,”  they  have 
also  imparted'a  new  concept  and  a  sense  of  jeopardy  and 
urgency  among  the  workers  and  have  increased  their 
initiative  and  motivation,  thus  ensuring  better  enterprise 
performance. 


In  the  past,  it  was  the  factory  director’s  problem  to  Figure 
out  what  to  do  with  the  personnel  who  had  been 
removed  from  their  posts  after  labor  reorganization. 
Through  the  efforts  of  these  44  enterprises,  we  have 
gained  experience.  This  year,  Beijing’s  effort  to  improve 
the  labor  composition  aims  to  recirculate  the  work  force 
within  the  plants.  Some  surplus  workers  will  be  trans¬ 
ferred  to  tertiary  industry  and  other  areas,  but  a  portion 
will  be  kept  as  standby  workers.  If  these  workers’  work 
attitude  and  their  operating  skills  improve,  they  will  be 
rehired.  Those  who  have  been  assigned  jobs  but  failed  to 
fulfill  their  work  quota  may  be  dismissed  any  time  and 
be  put  on  the  waiting  list.  This  kind  of  dynamic  labor 
composition  is,  in  fact,  a  major  breakthrough  in  the 
implementation  of  contract  management  of  the  people’s 
permanent  work  system. 


Naturally,  a  task  as  important  as  improving  the  compo¬ 
sition  of  the  work  force  cannot  be  accomplished  over¬ 
night.  Getting  started  is  always  difficult,  but  once  wc 
have  a  beginning,  success  is  within  reach. 


At  a  news  conference  on  the  22,  Yan  Chengzong  [7051 
2110  1 350],  chairman  of  the  Municipal  Economic  Com¬ 
mittee,  announced  that  promoting  the  improvement  of 
labor  composition  will  be  the  municipality’s  break¬ 
through  point  for  furthering  the  industrial  enterprise 
reform  this  year. 


Reportedly,  besides  the  44  enterprises  which  have  com¬ 
pleted  the  pilot  labor  composition  improvement  pro¬ 
gram,  1 54  other  enterprises  are  still  in  the  midst  of  their 
programs,  and  another  220  enterprises  will  soon  be 
joining  the  effort.  It  is  estimated  that  within  this  year,  43 
percent  of  the  municipality’s  enterprises  and  more  than 
64  percent  of  the  staff  and  workers  will  participate  in 
efforts  to  improve  the  labor  composition.  The  ice  has 
been  broken;  the  way  has  been  cleared.  There  is  hope  for 
tomorrow. 
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Analysis  of  Characteristics,  Problems  in  National 
Situation 

40060488  Beijing  RENKOU  YU  JINGJI 
[POPULATION  AND  ECONOMICS]  in  Chinese 
No  3,  25  Jun  88 ,  pp  6-10 

[Article  by  Wu  Cangping  6762  3318  5493  and  Xiong 
Jiying  3574  0679  3853,  Population  Theory  Institute, 
Chinese  People’s  University:  “Further  Understanding  of 
Population  Characteristics  in  the  National  Situation’’] 


[Text]  One  major  ideological  theoretical,  and  political 
contribution  of  the  13th  Party  Central  Committee  was 
that  it  proceeded  from  realities  as  they  exist  in  the 
country  to  make  it  entirely  clear  that  China  is  currently 
in  the  initial  stage  of  socialism.  Its  report  provided  a 
profound  analysis  from  various  angles  of  the  national 
situation  in  terms  of  its  economy,  culture,  society,  and 
population. 

The  1 3th  Party  Central  Committee  report  discussed  the 
population  problem  as  an  important  part  of  the  country’s 
national  situation.  The  report  referred  either  directly  or 
indirectly  no  fewer  than  20-odd  times  to  the  size  and 
make-up  of  the  country’s  population,  to  population  and 
natural  resources  and  the  ecology,  and  to  population  and 
socioeconomic  development,  as  well  as  the  importance 
and  urgency  of  present  efforts  to  control  population.  Not 
only  did  the  report  reiterate  that  the  base  figure  for  the 
population  is  large  and  the  country’s  accumulated  wealth 
slight,  as  well  as  the  importance  of  intensifying  planned 
parenthood  work  and  controlling  population  increase, 
but  it  also  referred  several  times  to  changes  in  the  make 
up  of  China’s  population  and  industry,  changes  in  urban 
population  shifts,  and  the  importance  of  improving 
population  quality,  and  the  quality  of  the  labor  force 
during  the  initial  stage  of  socialism.  The  report  also 
raised  for  the  first  time  the  need  to  devote  attention  to 
the  rapid  aging  of  the  population,  a  new  problem  that  has 
risen  in  the  age  structure  of  the  country’s  population. 
Serious  study  and  understanding  of  the  report’s  explana¬ 
tion  of  the  country’s  population  problems  and  their 
characteristics  can  enable  us  to  more  fully,  systemati¬ 
cally,  and  thoroughly  understand  the  reality  of  the  pop¬ 
ulation  situation  and  the  true  nature  of  the  problem. 

The  phrase,  “large  population  base  figure,  rapid  growth, 
and  a  young  age  structure”  has  been  used  for  quite  some 
time  to  sum  up  the  character  of  China’s  population.  This 
capsulization  has  gained  general  acceptance  among 
demographers.  It  must  be  admitted  that  this  depiction  is 
scientific,  and  though  it  cannot  fully  depict  the  character 
of  China’s  population,  it  does  provide  an  objective  basis 
for  the  practical  necessity  and  urgency  of  vigorously 
controlling  the  country’s  population  growth.  It  should  be 
pointed  out  at  the  same  time,  however,  that  the  foregoing 


capsulization  is  limited  to  natural  changes  in  the 
country’s  population,  but  does  not  touch  on  either  the 
quality  of  the  country’s  population  or  population  distri¬ 
bution. 

“A  large  population  base  figure,  rapid  increase,  and  a 
young  age  structure”  as  features  of  the  population  are  an 
outgrowth  of  the  county’s  specific  historical  conditions. 
First  of  all,  the  population  that  the  country  has  inherited 
is  a  huge  population  of  the  world’s  most  populous 
country.  We  have  accepted  this  as  an  established  fact, 
and  are  powerless  to  change  it.  The  social  stability,  rapid 
economic  recovery,  rise  in  the  people’s  standard  of 
living,  and  improvement  in  health  following  liberation 
caused  a  rapid  decline  in  the  country’s  mortality  rate. 
However,  China’s  new  democratic  revolution  was  car¬ 
ried  out  amidst  semi-colonial,  semi-feudal,  and  back¬ 
ward  economic  and  social  conditions.  Consequently,  old 
ideas  about  childbearing  continued  to  be  sustained  and 
carried  on.  It  was  not  easy  to  change  them  at  once  as  the 
mortality  rate  declined.  Thus,  a  high  birth  rate,  a  lower 
death  rate,  and  high  natural  increase  finally  replaced  the 
high  birth  rate,  high  death  rate,  and  low  rate  of  increase 
that  had  historically  characterized  reproduction  in 
China.  The  increased  changes  resulting  from  the  “time 
difference”  between  the  decline  of  the  death  rate  and 
decline  of  the  birth  rate  was  bound  to  produce  an  ever 
younger  population.  This  is  the  type  of  population  that 
exists  universally  in  modern  developing  countries,  and  it 
is  termed  “quasi-transitional”  in  demography.  It  was 
this  situation  that  brought  about  the  large  population 
base  figure,  the  rapid  increase,  and  the  young  age  struc¬ 
ture  that  characterizes  the  population.  Clearly,  the 
changing  roles  of  new  and  old  productivity,  and  replace¬ 
ment  of  the  type  of  population  reproduction  were  objec¬ 
tive  mechanisms  operating  in  the  aforementioned  char¬ 
acter  of  the  country’s  population. 

Inasmuch  as  the  character  of  China’s  population  is  an 
outgrowth  of  certain  historical  conditions,  as  socioeco¬ 
nomic  conditions  changed,  the  character  of  the  popula¬ 
tion  was  bound  to  undergo  change  as  well.  In  particular, 
since  the  vigorous  advocacy  of  planned  parenthood 
during  the  1 970’s,  China  birth  rate  fell  precipitously,  and 
changes  in  the  character  of  the  population  became  par¬ 
ticularly  apparent.  Given  these  new  circumstances,  con¬ 
tinued  use  of  the  past  characterization  of  “a  large  popu¬ 
lation,  rapid  growth,  and  a  young  age  structure”  to 
capsulize  the  current  character  of  China’s  population  not 
only  cannot  reflect  present  objective  realities,  but  may 
lead  to  erroneous  policy  decisions  as  well. 

First  of  all,  the  character  of  the  population  is  the  most 
apparent  and  most  conspicuous  feature  of  a  country’s 
population.  It  is  the  element  to  which  priority  consider¬ 
ation  must  be  given  when  economic  and  other  policies 
are  formulated.  It  is  for  this  reason  that  continued  use  of 
already  passe  or  changing  characterizations  that  are  no 
longer  of  greatest  importance  may  create  misconcep¬ 
tions.  This  may  make  it  impossible  to  solve  problems  or 
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to  provide  policy  makers  with  accurate  data  for  refer¬ 
ence,  and  may  also  prevent  the  country  from  setting 
priorities  and  preparing  plans  that  take  all  factors  into 
account  in  solving  the  population  problem. 

Second,  the  characterization  of  the  country  as  having  a 
“large  population,  rapid  growth,  and  a  young  age  struc¬ 
ture”  is  limited  to  the  character  of  natural  changes  of  a 
quantitative  nature  such  as  population  size,  births, 
deaths,  and  population  increase.  It  has  no  bearing  on 
various  other  characteristics  of  the  country's  population 
such  as  population  quality,  the  urbanization  of  the 
population,  and  the  aging  of  the  population.  This  means 
that  such  a  characterization  applies  to  the  important  task 
of  controlling  population  size,  but  has  no  bearing  on 
other  features  of  the  country’s  population.  But  these 
features  must  also  be  placed  on  today’s  agenda.  It  has  to 
be  realized  that  objective  conditions  in  China  have 
changed,  and  that  though  control  of  the  size  of  the 
population  remains  the  core  of  the  country’s  population 
problem,  the  three  step  program  for  economic  takeoff 
also  poses  new  demands  and  responses  from  every 
quarter  on  population.  For  example,  it  poses  new 
requirements  with  regard  to  the  quality  of  the  workforce, 
shifts  of  the  agricultural  population,  and  changes  in  the 
structure  of  industry.  A  new  social  development  strategy 
also  requires  the  coordination  of  all  aspects  of  popula¬ 
tion  with  socioeconomic  development,  and  poses  objec¬ 
tive  requirements  as  well  on  a  rational  age  structure 
within  the  population.  Clearly,  these  circumstances 
require  a  fuller,  more  profound,  and  more  accurate 
understanding  of  the  character  of  the  population.  This  is 
yet  another  important  reasons  why  we  have  raised  the 
matter  of  a  further  understanding  of  the  country’s  pop¬ 
ulation  situation. 

In  view  of  the  guiding  thought  about  renewed  under¬ 
standing  of  the  country’s  population  situation  raised  in 
the  1 3th  Party  Central  Committee  report,  we  believe  that 
the  capsulization  of  the  character  of  the  country’s  popu¬ 
lation  may  be  supplemented  in  the  following  ways.  The 
population  base  Figure  is  large  and  density  is  high, 
population  quality  is  low,  the  population  is  changing 
rapidly,  there  is  a  great  potential  for  a  shift  of  population 
from  townships  and  villages  to  cities  and  towns,  the 
population  is  aging  rapidly,  and  there  are  great  differ¬ 
ences  in  population  from  one  region  to  another.  That  the 
population  is  not  evenly  distributed  is  a  well  known  fact, 
and  it  is  also  a  general  phenomenon  that  applies  to  the 
population  of  numerous  countries.  However,  objective 
criteria  are  lacking  for  determining  even  distribution; 
therefore,  this  cannot  serve  as  a  characteristic  to  be 
highlighted.  This  article  intends  to  explain  some  of  these 
features  of  China’s  population. 

1.  Large  Basic  Population  Figure  and  High  Population 
Density 

A  large  population  base  figure  is  an  established  fact 
about  the  country’s  population,  and  this  is  a  major 
feature  that  will  endure  for  a  long  time  to  come.  In  1987, 


the  country’s  population  reached  1.07  billion,  having 
nearly  doubled  in  somewhat  more  than  30  years.  Fur¬ 
thermore,  the  population  is  continuing  to  grow.  It  is 
estimated  that  it  will  not  stabilize  until  around  the  year 
2040,  by  which  time  the  the  total  population  of  the 
country  will  have  reached  a  maximum  of  approximately 
1.4  billion  according  to  estimates  of  most  Chinese  stu¬ 
dents  of  demography.  Such  a  large  population  figure 
would  be  a  heavy  burden  for  any  country  in  the  world.  At 
the  present  time,  China’s  population  averages  1 10  peo¬ 
ple  per  square  kilometer,  which  is  three  times  again  as 
much  as  the  world  average  density.  It  is  due  to  reach  1 50 
people  per  square  kilometer.  The  13th  Party  Central 
Committee  Report  referred  to  this  fact  in  numerous 
places,  and  it  also  pointed  out  that,  “In  a  country  such  as 
ours  with  a  huge  population  and  a  backward  foundation, 
providing  ample  food  and  clothing,  and  living  and 
working  in  peace  and  contentment  is,  without  doubt, 
both  a  magnificent  achievement  and  an  arduous  under¬ 
taking.” 

The  country’s  large  population  base  figure  and  the  high 
population  density  have  greatly  increased  difficulties  in 
getting  rid  of  poverty  and  removing  backwardness  step 
by  step  during  the  country’s  initial  stage  of  socialism. 

First,  the  large  population  results  in  overly  low  per  capita 
norms  in  every  regard.  This  is  the  so-called  “denomi¬ 
nator”  function.  Both  the  country’s  non-renewable 
resources  and  its  per  capita  amount  of  cultivated  land 
are  very  low.  The  amount  of  cultivated  land  per  capita  of 
China’s  agricultural  population  is  0.5  percent  that  of  the 
United  States,  2.5  percent  that  of  the  USSR,  31  percent 
that  of  India,  and  14.4  percent  that  of  Brazil.  It  is  even 
lower  than  for  countries  having  a  land  area  that  is  much 
smaller  than  China  at  2.1  percent  that  of  the  United 
Kingdom,  12.5  percent  that  of  Romania,  and  34.8  per¬ 
cent  that  of  Japan.  China  has  a  vast  land  area  and  fairly 
abundant  natural  resources,  such  as  coal  and  iron  ore  for 
which  reserves  are  among  the  largest  in  the  world. 
However,  in  per  capita  terms,  China  lags  far  behind. 

Second,  China’s  huge  population  is  at  variance  with  its 
insufficiently  developed  economy.  Such  an  unbalanced 
combination  augurs  poorly  for  both  a  turn  for  the  better 
in  the  population  and  the  economy.  It  has  been  found 
that  a  series  of  economic  premises  must  be  present  for 
the  national  of  any  developing  country  to  develop.  These 
include  a  certain  amount  of  accumulation,  a  certain 
amount  of  foreign  exchange  reserves,  and  an  agricultural 
population  that  is  not  too  large  a  percentage  of  total 
population,  etc.  The  large  size  of  China’s  population 
militates  against  each  of  the  above  conditions.  There¬ 
fore,  the  absolute  amount  of  the  population  alone  is  a 
serious  impediment  to  the  country’s  economic  takeoff. 

Third,  a  balanced  ecosystem  is  the  most  important 
material  foundation  for  insuring  the  development  of 
productivity  and  population  growth.  Though  population 
inflation  is  not  the  sole  reason  for  ecological  imbalance 
and  environmental  deterioration,  it  has  intensified  the 


JPRS-CAR-88-058 
23  September  1988 


35 


ECONOMIC 


pace  of  ecological  and  environmental  deterioration,  and 
has  increased  pressure  on  the  ecological  environment.  It 
has  also  added  new  pressures  to  the  already  daunting 
task  of  cleaning  up  the  ecological  environment,  and  has 
made  the  task  of  restoring  a  benign  cycle  in  the  ecological 
environment  much  more  arduous.  For  this  reason,  the 
1 3th  Party  Central  Committee  report  stressed  this  prob¬ 
lem  in  particular,  pointing  out  that  “population  control, 
environmental  protection,  and  ecological  balance  are 
important  issues  having  a  bearing  on  the  overall  devel¬ 
opment  of  the  economy  and  society.”  While  forging 
ahead  with  the  building  of  the  economy,  all  natural 
resources  must  be  energetically  protected  and  rationally 
used.  Efforts  must  be  made  to  launch  a  complete  clean 
up  of  environmental  pollution,  and  to  intensify  protec¬ 
tion  of  the  ecological  environment  linking  together  eco¬ 
nomic,  social,  and  environmental  benefits.44 

Fourth,  the  large  population  base  figure  also  means  an 
increasingly  large  amount  of  the  population  with  various 
needs  is  entering  each  age  group.  Population  figures  for 
every  age  group  are  huge  from  the  new  born  to  the  aged. 
This  puts  heavy  pressure  on,  or  may  even  cause  a 
shortfall  in  satisfaction  of,  the  needs  of  all  age  groups, 
such  as  health  care  for  infants  and  children,  general 
education,  homes  and  jobs  for  newly  married  young 
people,  and  society’s  care  of  the  elderly.  For  example,  in 
1963,  320,000  children  were  bom  in  Beijing.  In  1970, 
this  group  of  children  reached  primary  school  age,  forc¬ 
ing  Beijing  schools  to  go  on  a  two-shift  system.  Thus,  we 
have  to  make  a  greater  effort  and  pay  a  higher  price  than 
other  countries  to  meet  the  needs  of  any  age  group.  Take 
just  the  workforce  population,  for  example.  Because  it 
has  grown  too  much  and  too  fast,  putting  pressure  on 
society,  difficult  employment  problems  have  arisen.  In 
addition,  it  will  occasion  complex  problems  for  the 
vocational  structure,  and  for  the  employment  system.  It 
has  been  estimated  that  by  2000  the  working  age  popu¬ 
lation  will  be  greater  than  800  million.  This  figure  will  be 
equal  to  the  sum  of  the  first  world  and  the  second  world 
populations. 

Fifth,  some  people  compare  China’s  population  to  a 
gigantic  snowball,  which  rolls  forward  slowly,  but  whose 
volume  swells  frighteningly.  This  is  to  say  that  because  of 
the  large  population  base  figure,  even  if  the  speed  of 
population  growth  is  very  slow,  more  than  20  million 
people  will  still  be  bom  each  year,  and  the  impact  of  the 
growth  will  still  be  extremely  strong.  China  just  happens 
to  be  at  a  childbearing  peak  at  the  present  time.  It  is 
imperative  to  continue  stringent  control  over  population 
growth,  to  intensify  planned  parenthood,  and  to  stabilize 
the  country’s  population  rapidly. 

2.  Rapid  Changes  in  the  Population 

So-called  rapid  change  in  population  holds  two  conno¬ 
tations  as  follows.  First,  it  means  the  change  from  the 
pre-liberation  high  birth  rate,  high  death  rate,  and  rela¬ 
tively  low  speed  of  growth  to  the  pre-1970’s  quasi-stable 
population  high  birth  rate,  low  death  rate,  and  high 


natural  increase.  Second,  it  means  the  transition  from 
the  quasi-stable  state  to  the  present  modem  type  of 
reproduction  characterized  by  low  birth,  low  deaths,  and 
a  low  natural  growth.  The  first  change  includes  a  rapid 
growth  of  population.  However,  rapid  growth  alone 
cannot  explain  the  country’s  entry  into  the  second 
change.  The  first  kind  of  change  takes  place  in  virtually 
all  developing  countries,  and  the  second  kind  of  change 
(a  change  in  the  birth  rate)  begins  to  take  place  only  after 
a  developed  country  has  gone  through  about  100  year’s 
time.  By  comparison,  it  took  only  several  decades  for 
this  change  to  take  place  in  China.  During  the  early 
1970’s,  China’s  death  rate  fell  from  20  per  1,000  in  1949 
to  7  per  thousand.  But  the  birth  rate  reached  approxi¬ 
mately  35  per  thousand.  By  1980,  thanks  to  many  years 
of  vigorous  promotion  of  birth  control,  the  birth  rate 
declined  to  18  per  1,000,  and  the  death  rate  declined  just 
slightly  as  well.  The  natural  rate  of  increase  declined  to 
12  per  1,000.  However,  for  several  years  in  a  row,  our 
natural  rate  of  increase  up  until  1985  hovered  at  this 
level,  with  no  particularly  large  pick  up  taking  place. 
During  the  past  3  years,  the  birth  rate  has  climbed  again; 
however,  it  is  still  falling  rapidly  by  comparison  with  the 
past. 

Traditional  demographic  theories  hold  that  a  leap  in 
productivity  is  the  basic  force  that  powers  a  change  in 
the  type  of  population  reproduction.  In  varying  degrees, 
the  history  of  population  change  in  all  developed  coun¬ 
tries  attests  to  the  accuracy  of  this  theory.  China,  with  a 
very  low  level  of  productivity,  and  a  relatively  low  level 
of  industrialization,  urbanization,  and  modernization 
has  gone  through  such  a  change,  and  is  thus  considered  a 
special  case  in  the  change  of  population  reproduction 
type.  Actually,  China’s  population  changes  are  funda¬ 
mentally  in  accordance  with  this  general  law.  Since  the 
founding  of  the  People’s  Republic,  China’s  economy  has 
developed  rapidly,  and  a  socialist  industrialized  system 
has  been  preliminarily  established,  laying  the  material 
foundation  for  population  change.  Therefore,  ever  since 
the  1950’s  and  1960’s,  China’s  urban  areas  have  exhib¬ 
ited  signs  of  a  spontaneous  decline  in  birth  rates. 

The  ultimate  determining  role  of  productivity  in  the 
change  of  population  reproduction  type  can  be  expressed 
only  through  certain  production  relationships.  China,  in 
which  socialist  production  relationships  are  founded  on 
a  system  of  public  ownership,  provided  favorable  social 
conditions  for  a  rapid  population  change,  and  it  also 
created  a  fine  social  environment  for  a  decline  in  the 
birth  rate.  This  has  been  the  foundation  on  which  a 
change  has  taken  place  in  people’s  old  ideas  about 
childbearing,  and  that  has  given  impetus  to  the  smooth 
development  of  planned  parenthood  work.  It  should  be 
strongly  pointed  out  that  the  successful  planned  parent¬ 
hood  work  that  has  been  done  under  China’s  socialist 
system  has  made  a  reality  of  the  possibility  of  population 
change.  It  has  guided  and  hastened  a  decline  in  the  birth 
rate,  thereby  accelerating  population  change.  Thus,  the 
change  in  China’s  population  type  has  not  outpaced 
socioeconomic  development,  but  rather  has  been  its 
internal  objective  imperative. 
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The  rapid  change  in  population  reproduction  type  has 
led  to  a  swift  decline  in  the  speed  of  China’s  population 
growth,  and  its  stabilization  at  a  low  level. 

World  Bank  statistics  show  an  average  speed  of  popula¬ 
tion  growth  in  China  of  2.3  percent  during  the  1960’s 
and  1970’s,  declining  to  1.4  percent  between  1970  and 
1982.  The  latter  value  is  vastly  lower  than  the  average  for 
developing  countries  during  the  same  period,  and  some¬ 
what  slower  than  the  1.5  percent  speed  of  growth  of 
developed  countries  such  as  Ireland  and  Australia.  The 
gap  between  China’s  speed  of  growth  and  that  of  Japan, 
Spain,  Canada,  and  the  United  States  has  also  been 
narrowed,  showing  that  China’s  speed  of  population 
growth  has  declined  to  a  fairly  low  level. 

Nevertheless,  in  order  to  make  up  for  the  serious  conse¬ 
quences  for  population  development  and  socioeconomic 
development  occasioned  by  the  loss  of  population  con¬ 
trol  prior  to  the  1 970’s.  In  order  to  rapidly  revive  and 
invigorate  the  economy  and  in  order  to  keep  more  room 
for  future  population  growth,  population  policies  must 
have  a  very  long  lead  time,  and  policies  to  control 
population  growth  cannot  change. 

3.  The  Trend  Toward  Rapid  Aging  of  the  Population 

Acknowledgement  of  rapid  change  in  the  population 
necessitates  simultaneous  acknowledgement  that  a  trend 
toward  rapid  aging  of  the  population  is  possible.  It  was 
for  just  this  reason  that  the  13th  Party  Central  Commit¬ 
tee  report  pointed  out  the  need  to  give  attention  to  the 
trend  toward  rapid  aging  of  the  population.  To  acknowl¬ 
edge  or  fail  to  acknowledge  this  point  will  have  an 
extremely  great  effect  on  the  country’s  population  poli¬ 
cies  and  age  policies. 

The  former  use  of  “young  structure”  to  explain  the  make 
up  of  the  country’s  pre-1970’s  population  was  very 
convincing.  Results  of  a  1964  general  census  showed  the 
proportion  of  the  country’s  population  between  0  and  14 
years  of  age  to  be  40.7  percent,  while  the  percentage  of 
the  population  65  years  old  or  older  was  only  3.6  percent. 
By  1982,  as  a  result  of  sustained  decline  in  the  birth  rate, 
the  percentage  of  the  population  between  0  and  14  years 
of  age  had  declined  to  33.6  percent,  while  the  percentage 
of  old  people  had  risen  to  4.9  percent.  In  1982,  the  10  to 
12  year  olds  were  at  the  boundary  on  the  population  age 
pyramid,  which  showed  two  sharply  different  population 
types.  Pyramids  on  which  the  boundary  age  is  above  this 
reflect  a  classic  young  type  population;  pyramids  on 
which  the  boundary  age  of  the  population  is  below  this 
reflect  a  shrinking  type  population.  Simple  use  of  “young 
structure”  to  capsulize  China’s  age  structure  is  no  longer 
precise. 

Results  of  a  1 987  one  percent  random  sampling  show  the 
percentage  of  China’s  population  at  age  65  or  higher  to 
have  risen  to  5.5  percent  from  the  4.9  percent  found  in  a 
1982  survey,  and  the  percentage  of  0  to  14  year  olds 
declined  to  28.7  from  33.5  percent.  The  median  age  rose 


from  22.9  years  old  to  24.2  years  old.  This  shows  China’s 
population  has  completely  broken  away  from  the  young 
age  structure  type,  and  the  tendency  toward  aging  of  the 
population  has  become  more  apparent. 

By  comparison  with  other  countries  of  the  world,  the 
aging  of  China’s  population  has  a  marked  characteristic, 
namely  that  it  population  began  late,  came  on  with  great 
force,  and  progressed  rapidly.  The  old  age  population  is 
large  in  absolute  terms,  and  the  extent  of  aging  is  high. 
The  aging  of  the  population  occurred  earliest  in  China’s 
urban  areas,  but  it  is  in  China’s  rural  villages  where  the 
aging  of  the  population  will  be  most  serious.  China  will 
still  be  a  large  developing  country  in  which  the  popula¬ 
tion  aged  first.  Right  now,  China’s  aging  has  just  begun 
to  accelerate.  By  the  end  of  the  century,  it  will  speed  up, 
and  by  the  second  decade  of  the  next  century,  aging  will 
occur  at  high  speed.  This  is  an  unchangeable  fact.  All  wc 
can  go  is  begin  now  to  “adopt  a  proper  response,”  like 
the  13th  Party  Central  Committee. 

In  addition,  there  are  very  great  regional  differences  in 
the  aging  of  the  population.  The  degree  of  aging  is 
highest  in  Shanghai  and  in  Jiangsu  Province  where  the 
number  of  people  of  65  years  old  and  above  in  1987  was 
respectively  8.5  and  6.8  percent  of  their  population. 
However,  the  age  structure  is  young  in  some  provinces 
and  regions,  and  the  degree  of  aging  of  the  population  is 
low.  Most  such  provinces  and  regions  are  concentrated 
in  the  northwestern  part  of  the  country.  In  1 987,  Qinghai 
Province  had  the  youngest  population  age  structure  in 
the  country,  the  percentage  of  those  between  the  ages  of 
0  and  14  being  35.8  percent,  and  those  at  age  65  or  above 
being  3.4  percent.  The  median  age  was  20.4.  There  are 
also  very  great  differences  in  age  structure  among  the 
country’s  various  nationalities.  Generally  speaking,  the 
age  structure  of  the  minority  nationalities  is  much 
younger  than  that  of  the  Han  nationality.  The  1982 
census  showed  that  among  15  minority  nationalities 
having  a  population  of  more  than  1  million,  40  percent 
of  the  population  was  between  0  and  14  years  of  age  in 
five,  and  more  than  38  percent  in  eight.  However,  if  one 
continues  to  capsulize  population  in  terms  of  its  young 
age  structure,  one  may  overlook  the  adult  population 
that  has  aged  or  is  in  process  of  aging,  because  the 
population  that  is  very  young  is  only  a  small  portion  in 
China  after  all. 


4.  Great  Potential  for  a  Shift  of  the  Agricultural 
Population  to  Non-Agricultural  Industries 

The  shift  of  agricultural  population  to  non-agricultural 
population  is  an  objective  trend  of  social  development, 
and  it  is  also  an  important  indicator  in  judging  economic 
development.  The  13th  Party  Central  Committee  report 
pointed  out  explicitly  that  the  initial  stage  of  socialism 
“is  a  stage  in  which  an  agricultural  country  with  a 
predominantly  agricultural  population  using  manual 
labor  changes  gradually  into  a  modern  industrial  country 
having  a  predominantly  non-agricultural  population.” 
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Therefore,  making  the  agricultural  population  non-agri- 
cultural  is  also  a  task  of  the  initial  stage  of  socialism,  and 
it  is  an  inevitable  trend  in  the  change  of  the  population’s 
regional  structure,  and  the  population’s  employment 
structure.  A  very  great  potential  exists  for  the  agricul¬ 
tural  population  to  engage  in  non-agricultural  pursuits.  If 
this  issue  is  not  regarded  as  a  characteristic  of  the 
population,  work  in  this  regard  may  be  overlooked. 

Ours  is  a  country  in  which  an  agricultural  population  of 
80  percent  holds  absolute  dominance.  Today,  the  prob¬ 
lem  of  surplus  agricultural  labor  is  extraordinarily  prom¬ 
inent,  and  the  number  of  people  that  have  to  be  shifted 
into  nonagricultural  work  is  very  large.  This  results  from 
the  following:  (1)  Because  of  the  age  structure,  the  speed 
of  growth  of  the  rural  labor  force  has  been  faster  than  the 
growth  of  the  rural  population  as  a  whole.  Population 
born  during  the  peak  birth  period  has  reached  working 
age,  causing  a  very  great  increase  in  the  amount  of 
surplus  rural  labor.  It  has  been  estimated  that  more  than 
100  million  rural  people  will  reach  working  age  between 
1981  and  1985,  approximately  20  million  people  each 
year  reaching  working  age.  (2)  With  the  spread  of  rural 
responsibility  systems,  labor  productivity  rates  have 
risen  quickly.  As  a  result,  large  numbers  of  the  agricul¬ 
tural  workforce  have  been  retrenched  from  field  produc¬ 
tion  activities.  It  has  been  estimated  that  half  or  more  of 
the  country’s  rural  labor  force  is  surplus  labor  not  needed 
for  the  development  of  agricultural  production.  The 
various  kinds  of  specialized  agricultural  households  and 
the  scale  of  farming  operations  that  the  future  portends 
will  make  the  conflict  even  more  pronounced. 

The  country’s  township  and  town  enterprises,  and  the 
development  of  small  cities  and  towns  has  opened  broad 
vistas  for  a  shift  of  the  agricultural  population.  In  1981, 
just  the  population  engaged  in  part  time  farming  and 
part  time  industrial  work  stood  at  more  than  40  million. 
Of  this  total,  people  engaged  in  part  time  farming  and 
part  time  industrial  work  who  worked  in  rural  township 
enterprises,  and  in  communications  and  transportation, 
transportation  industries,  businesses,  and  service  trades 
numbered  more  than  36  million,  or  approximately  4 
percent  of  the  rural  population  nationwide,  10  percent  of 
the  total  rural  workforce,  and  more  than  one-third  of 
surplus  rural  labor.  Part  timers  and  those  who  have  left 
the  land  without  leaving  the  village  represent  but  one 
form  of  shift  into  nonagricultural  pursuits.  Genuine  shift 
of  the  agricultural  population  into  nonagricultural  pur¬ 
suits  will  require  multiple  channels  and  a  widening  of 
avenues  for  making  the  shift.  This  includes  the  develop¬ 
ment  of  medium  and  small  cities,  and  expanding  the 
capacity  of  these  cities  to  take  in  rural  suiplus  labor;  the 
opening  of  urban  labor  markets,  encouraging  peasants  to 
leave  the  land  and  to  leave  the  villages  as  well,  and 
competing  as  workers  for  urban  employment,  etc. 

It  should  also  be  noted  that  we  cannot  heedlessly  pursue 
a  quantitative  shift  of  agricultural  personnel  into  nona¬ 
gricultural  industries.  Instead,  we  have  to  make  a  com¬ 
plete  analysis  of  relevant  factors  such  as  the  nature  of 


development  of  the  agricultural  economy,  labor  produc¬ 
tivity  rates,  and  demands  for  labor  by  the  nonagricul¬ 
tural  sector,  and  the  scale  of  urban  construction,  explor¬ 
ing  a  distinctive  Chinese  style  road  for  shift  of  the 
agricultural  population. 

Population  Quality  Low 

Low  quality  characterizes  China’s  population  from 
beginning  to  end.  This  feature  was  not  highlighted  in  the 
past  because  of  the  emphasis  on  population  quantity.  It 
seems  that  to  add  it  now  as  a  major  characteristic  of  the 
country’s  population  is  very  necessary.  This  is  because 
there  is  a  limit  to  the  population  quantity  issue.  Once  a 
certain  goal  for  population  quantity  or  a  static  popula¬ 
tion  has  been  reached,  there  is  no  further  need  to  stress 
quantity.  However,  improving  population  quality  is  a 
long-range  and  permanent  task.  It  is  of  even  greater 
urgency  at  the  present  time  in  realizing  the  four  modern¬ 
izations  and  population  modernization.  Improving  pop¬ 
ulation  quality  is,  in  demographic  terms,  a  fundamental 
guarantee  for  effective  control  of  population  quantity, 
and  it  is  also  a  decisive  element  in  the  ability  of  the  rural 
population  to  shift  into  nonagricultural  industries.  The 
13th  Party  Central  Committee  report  pointed  out  the 
reality  that  one  fourth  of  the  country’s  population  is 
illiterate  or  semiliterate,  and  stressed  repeatedly  that 
population  quality,  “good  offspring,  good  rearing,  and 
good  education,”  improving  the  quality  of  workers,  and 
“education  as  the  foundation”  are  ways  of  focusing  on 
the  low  quality  of  the  country’s  population.  Therefore, 
ranking  this  among  the  characteristics  of  the  nation’s 
population  holds  important  theoretical  and  practical 
significance. 

In  addition,  unlike  other  countries,  China  is  a  vast  land 
in  which  there  are  great  difference  in  the  population 
from  one  region  to  another,  and  between  one  nationality 
and  another.  This  may  also  be  regarded  as  a  character¬ 
istic  for  the  purpose  of  making  distinctions  in  policy 
handling.  The  simultaneous  existence  in  the  country  of  a 
massive  population  problem  is  also  a  characteristic.  This 
characteristic  requires  that  we  plan  as  a  whole  taking  all 
factors  into  consideration  and  act  with  caution  on  pop¬ 
ulation  problems,  dealing  with  population  as  though  it 
were  a  large  piece  of  systems  engineering.  As  space  is 
limited,  these  problems  cannot  be  elaborated  here. 
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[Article  by  Han  Jinwang  7281  6651  2489:  “Experiences 
and  Practices  in  Japan’s  Use  of  Foreign  Funds”] 

[Text]  Since  the  3rd  Plenum  of  the  1 1th  Party  Central 
Committee,  our  nation,  working  from  a  foundation  of 
self-reliance,  has  implemented  the  policy  of  opening  to 
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the  outside  world  which  has  changed  the  original  scalcd- 
off  economy  into  one  that  is  opened  up  and  has  entered 
a  new  period  in  history  where  foreign  capital  is 
employed,  technology  is  introduced,  foreign  trade  is 
developed,  and  our  nation’s  economic  development  is 
sped  up.  Over  the  course  of  more  than  9  years,  our 
nation  has  made  huge  progress  in  introducing  foreign 
capital  which  has  made  up  for  the  insufficiency  of 
domestic  construction  funding,  has  introduced  certain 
essential  advanced  technology  and  equipment,  and  has 
produced  a  powerful  promotional  effect  on  the  acceler¬ 
ation  of  our  nation’s  economic  construction. 

Our  nation  is  presently  in  the  elementary  stage  of  social¬ 
ism;  our  economy  and  technology  are  still  fairly  back¬ 
ward.  Using  foreign  capital  to  introduce  suitable 
advanced  technology  and  equipment  so  as  to  reduce  the 
economic  and  technological  gap  with  developed  nations 
is  the  shortest  way  and  the  only  way  backward  nations 
can  catch  up  with  and  surpass  the  advanced  nations  of 
the  contemporary  world.  Speaking  in  this  sense,  our 
present  scope  and  quality  of  imported  foreign  capital  is 
far  from  able  to  satisfy  the  needs  for  development  of  the 
entire  national  economy.  Also,  certain  problems  exist 
due  to  insufficient  experience.  Importing  foreign  capital 
is  extremely  complex  work;  it  is  both  intimately  related 
to  factors  in  many  domestic  areas  such  as  politics,  the 
economic  system,  and  the  industrial  structure,  and  is 
restricted  by  such  factors  as  international  politics,  eco¬ 
nomics  and  technology.  Strictly  speaking,  it  is  an  issue  of 
future  generations  paying  for  what  this  generation  bor¬ 
rows.  Thus,  how  to  borrow  and  use  foreign  capital  not 
only  is  related  to  the  success  and  failure  of  the  use  of 
foreign  capital,  but  also  is  related  to  the  profits  of  our 
future  generations  and  the  reputation  of  our  nation  and 
its  people.  Our  nation  got  off  to  a  fairly  late  start  in  the 
area  of  introducing  foreign  capital,  so  we  must  draw  on 
the  experiences  and  practices  of  certain  nations  and 
regions  that  were  early  birds  in  the  use  of  foreign  capital. 
In  this  regard,  the  experiences  and  practices  of  Japan  are 
worth  drawing  on. 

Prior  to  World  War  II,  Japan  had  a  chronic  insufficiency 
of  funds.  After  the  war,  especially  during  the  period  of 
economic  recovery  and  rapid  growth,  the  insufficiency  of 
funds  became  even  more  critical.  First  and  foremost, 
huge  amounts  of  construction  funds  were  needed  to 
revive  the  domestic  economy  from  the  post-war  ruin; 
second,  because  of  an  inherent  shortage  of  resources, 
they  had  to  make  up  an  enormous  international  balance 
of  payments  deficit;  third,  pre-war  debts  had  to  be  paid, 
and  there  was  not  way  to  come  up  with  the  foreign 
exchange  required  for  introduction  of  advanced  foreign 
technology  and  equipment.  Under  the  circumstances, 
the  only  way  out  was  to  borrow  international  capital. 
Based  on  statistics,  Japan  successively  imported  about 
$33  billion  during  the  period  of  economic  recovery  and 
rapid  growth  alone,  and  after  achieving  their  economic 
leap  forward  still  continued  to  introduce  foreign  capital. 
By  the  end  of  the  1970’s,  Japan  had  introduced  a  total  of 
more  than  $90  billion.  Japan’s  use  of  the  international 


capital  had  an  enormous  effect  on  its  post-war  economic 
recovery'  and  rapid  growth.  The  primary  practices  and 
experiences  of  Japan  in  introducing  and  using  foreign 
capital  are: 

1.  Pay  Attention  To  Improving  Macrocontrol  Over 
Foreign  Capital 

More  isn’t  necessary  better  in  using  foreign  capital.  Blind 
introductions  of  foreign  capital  that  goes  beyond  objec¬ 
tive  conditions  or  total  reliance  on  loans  to  support 
“rapid  growth”  of  the  economy,  can  both  put  one  heavily 
into  debt  and  into  the  vicious  circle  of  taking  out  new 
loans  to  pay  off  old  debts.  In  order  to  improve  macro¬ 
control  over  foreign  capital  and  prevent  runaway  bor¬ 
rowing,  in  1950  the  Japanese  government  formulated 
and  issued  the  “Laws  Concerning  Foreign  Capital” 
known  simply  as  the  “Foreign  Capital  Laws.”  Also,  it  set 
up  the  “Foreign  Capital  Division”  in  ?Dacang  Provin¬ 
ce/Prefecture?  and  specially  created  the  “Foreign  Capital 
Deliberation  Committee.”  The  basic  aim  of  the  “Foreign 
Capital  Laws”  was  to  place  strict  controls  on  the  influx  of 
capital  that  could  unfavorably  affect  Japan’s  economic 
development  and  international  balance  of  payments, 
and  to  render  its  support  and  protection  to  the  foreign 
capital  and  imported  technology  and  equipment  that 
would  be  beneficial  to  the  development  of  Japan’s  eco¬ 
nomic  construction,  industry  and  public  welfare  under¬ 
takings.  The  “Foreign  Capital  Division”  acted  as  the 
government’s  organ  for  controlling  foreign  debt  and  was 
specifically  responsible  for  establishing  and  perfecting 
managerial  regulations  over  foreign  debt  so  as  to  guide, 
supervise,  administer  and  control  the  nation’s  foreign 
debt.  The  “Foreign  capital  Deliberation  Committee” 
was  given  the  special  responsibility  of  conducting  inves¬ 
tigation  and  deliberation  work  on  the  introduction  and 
the  use  of  foreign  capital.  All  enterprises  or  departments 
that  needed  to  introduce  foreign  capital,  before  they 
could  formally  introduce  capital,  had  to  provide  a 
detailed  report  and  the  necessary  data  about  the  perti¬ 
nent  situations  to  the  “Foreign  Capital  Deliberation 
Committee”  and  were  closely  scrutinized.  Primary  items 
of  deliberation  included  whether  or  not  the  introduction 
of  foreign  capital  would  aid  in  improving  Japan’s  inter¬ 
national  balance  of  payments  and  the  development  of  its 
domestic  economy;  whether  the  scale  of  introduction 
was  appropriate  and  whether  there  was  sufficient  ability 
to  pay  it  back;  whether  the  debt  was  reasonably  struc¬ 
tured  and  whether  there  was  an  ability  to  absorb  and 
digest  it,  etc.  If  the  above-mentioned  conditions  were  not 
met,  then  the  application  to  introduce  foreign  capital 
was  turned  down  without  exception. 

2.  Attach  Importance  to  the  Reasonable  Use  of  Foreign 
Capital,  Ensure  That  It  Is  Used  for  Key  Items 

Foreign  capital  is  introduced  so  that  it  may  be  used. 
However,  the  successful  use  of  foreign  capital  does  not 
depend  upon  the  amount  introduced,  but  rather,  how  it 
is  used.  This  is  the  basic  purpose  in  improving  macro¬ 
control  over  foreign  capital.  In  general,  the  scale  of 
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post-war  Japan’s  introduction  of  foreign  capital  was  not 
too  large.  In  fact,  during  the  period  of  economic  growth, 
introduced  foreign  capital  accounted  for  only  about  5 
percent  of  the  equipment  investments  of  private  enter¬ 
prises,  but  it  met  with  very  good  results.  One  reason  for 
this  was  that  the  use  was  reasonable.  Those  industrial 
sectors  that  would  have  an  important  effect  on  the  entire 
national  economy  were  given  priority  in  using  foreign 
capital,  and  also  key  items  were  guaranteed  smooth 
progress.  During  the  period  of  economic  recovery,  Japan 
adopted  the  “production  priority  system”  as  a  develop¬ 
mental  strategy;  the  basic  starting  point  was  to  develop 
iron  and  steel  production  so  as  to  spur  on  the  develop¬ 
ment  of  other  heavy  industry.  However,  during  the 
course  of  execution,  the  difficulties  met  with  first  were 
insufficient  communications  and  transportation  as  well 
as  electricity.  Consequently,  the  government  secured 
loans  from  such  official  financial  organizations  as  the 
World  Bank  and  the  U.S.  Import-Export  Bank  at  low  5 
percent  rates  of  interests  and  1 5  year  repayment  terms. 
The  loan  funds  were  basically  used  in  such  industrial 
sectors  as  electricity,  communications  and  transporta¬ 
tion,  and  iron  and  steel.  The  petro-chemical  industry  was 
one  burgeoning  industry  that  began  to  develop  at  the  end 
of  the  1950’s  as  post-war  Japan  developed  modernized 
petroleum  refining  technology.  The  build-up  of  the  pet¬ 
rochemical  industry  production  system  was  an  impor¬ 
tant  sign  that  Japan  had  completed  the  modernization  of 
its  industrial  structure.  Under  conditions  of  funding 
shortages  and  backward  technology,  Japan’s  government 
also  took  out  a  loan  from  the  World  Bank  at  a  5  percent 
rate  of  interest  and  a  20-year  repayment  period.  Some 
private  foreign  capital  was  also  absorbed,  and  was  all 
basically  used  to  support  development  of  the  petro¬ 
chemical  industry.  In  addition,  the  automotive  industry, 
shipbuilding,  and  machinery  manufacturing  among 
other  industries  also  received  this  kind  of  “preferential 
care”  to  different  degrees  during  their  course  of  forma¬ 
tion  and  development.  This  practice  of  prioritized  use 
for  key  elements  of  construction  projects  can  both  avoid 
unnecessary  duplication  of  introduced  foreign  capital  as 
much  as  possible,  thereby  making  the  flow  of  funds 
rational  and  effective  to  the  greatest  possible  extent,  and 
gives  full  play  to  the  role  of  the  foreign  capital. 

3.  Linking  Up  the  Introduction  of  Foreign  Capital  With 
the  Introduction  of  Technology 

In  evaluating  the  ultimate  result  of  foreign  capital  use, 
speaking  macroeconomically,  we  must  look  to  see 
whether  it  developed  the  nation’s  productive  forces  and 
raised  the  rate  of  labor  productivity;  did  it  increase 
accumulations  of  funds  within  and  promote  the  devel¬ 
opment  of  economic  construction;  did  it  increase  the 
nation’s  economic  strength?  Speaking  in  this  sense,  we 
can  say  that  borrowing  money  is  just  like  borrowing 
productive  forces.  Purchasing  necessary  advanced  tech¬ 
nology  and  equipment  with  loan  funds  effectively  serves 
the  nation’s  economic  construction  and  raises  the 
nation’s  science  and  technology  levels.  At  the  same  time, 
in  international  technology  trade,  countries  importing 


technology  can  demand  that  the  exporting  country  pro¬ 
vide  funding  assistance  when  funding  is  insufficient. 
Thus,  introduction  of  foreign  capital  is  often  linked  up 
with  the  introduction  of  technology.  Japan  also  intro¬ 
duced  foreign  capital  in  this  way.  Foreign  capital  intro¬ 
duced  by  post-war  Japan  was  primarily  supplied  by  the 
United  States.  The  primary  reason  for  this,  aside  from 
the  fact  that  the  financial  markets  in  the  United  States 
are  large,  is  that  over  60  percent  of  the  technology 
introduced  by  Japan  came  from  the  United  States. 
However,  Japan’s  introduction  of  technology  and  equip¬ 
ment  had  another  feature,  namely  problems  of  insuffi¬ 
cient  funds  were  often  solved  by  the  acceptance  of 
negotiable  securities  or  investment  credit  funds,  the 
technology  exporter  would  be  requested  to  treat  the 
technology  or  equipment  as  a  capital  investment,  enter¬ 
prise  management  authority  or  creditor’s  rights  would  be 
obtained  by  entering  into  a  joint  venture  with  a  Japanese 
corporate  enterprise,  and  the  Japanese  government 
would  give  definite  preferences  in  the  areas  of  policy  and 
taxation.  In  this  manner,  technology  was  introduced, 
and  the  required  payment  of  foreign  exchange  was 
solved.  Also,  considering  the  investment  interest,  the 
exporter  of  the  technology  was  often  willing  to  go  this 
route.  Japan’s  primary  way  to  introduce  foreign  capital 
was  by  conducting  international  credit  transactions 
where  negotiable  securities  or  credit  funds  were  accepted 
as  investments.  About  40  percent  of  all  the  foreign 
capital  Japan  introduced  during  the  period  of  economic 
recovery  and  rapid  growth  was  by  this  means. 

Yet  another  reason  that  Japan  decided  to  use  foreign 
capital  to  introduce  technology  was  its  post-war  estab¬ 
lishment  of  the  basic  national  policy  of  “building  the 
country  through  trade.”  However,  the  difficulty  in  pur¬ 
suing  this  strategy  was  that  shipping  costs  were  extremely 
high.  This  seriously  weakened  the  competitiveness  of 
Japan’s  export  products.  Undoubtedly,  improvements  in 
shipping  conditions  could  bring  lower  shipping  costs,  but 
the  basic  way  out  of  this  was  to  raise  the  rate  of 
productivity  and  the  product  quality  through  the  intro¬ 
duction  of  advanced  technology  and  equipment  such  as 
advanced  production  technology,  advanced  means  of 
production  and  scientific  management,  to  increase  the 
competitiveness  of  export  products.  The  reason  why  a 
series  of  Japanese  heavy  industry  and  chemical  industry 
products  such  as  automobiles,  iron  and  steel,  and  petro¬ 
chemical  products  could  become  the  leaders  in  the 
international  competition  is  because  these  industrial 
sectors  all  made  the  earliest  introductions  of  advanced 
foreign  technology,  and  the  sources  of  funds  all  basically 
came  from  international  loans  of  capital. 

One  of  the  principles  under  which  Japan  introduced 
technology  was  to  serve  their  work  in  bringing  forth  new 
ideas.  That  is,  they  didn’t  merely  introduce  advanced 
technology  as  a  substitute  for  their  existing  technology, 
but  rather  by  using  it  and  digesting  it,  they  improved  and 
transformed  it  to  blaze  trails  in  creating  their  own  new 
technology.  For  example,  the  kinescope  production  tech¬ 
nology  of  Sony  Corporation  was  first  introduced  from 
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the  United  States,  but  working  from  the  introduced 
foundation,  they  successively  transformed  and  improved 
on  it  16  times,  and  developed  the  ?tri-colored  single-gun 
kinescope?  thereby  enabling  the  Sony  color  television  to 
capture  the  entire  international  sales  market.  Another 
principle  was  to  pay  attention  to  the  simultaneous  intro¬ 
duction  of  software  technology  and  hardware  technology 
which  they  did  by  adopting  the  introduction  strategy  of 
“introduce  both  software  and  hardware,  with  emphasis 
on  the  software,”  A  third  principle  was  to  simultaneously 
introduce  scientific  management  together  with  technol¬ 
ogy  and  equipment.  A  fourth  principle  was  to  pay  full 
attention  to  domestic  auxiliary  capabilities  when  intro¬ 
ducing  technology. 

4.  Diversify  the  Methods  of  Introducing  Foreign  Capital 

In  its  introduction  of  foreign  capital,  Japan  paid  more 
attention  to  the  mix  of  loans.  The  flow  of  funds  came 
from  both  official  loans  from  foreign  governments  and 
international  financial  organizations,  and  business  loans 
including  the  issuing  of  international  bonds.  Also,  they 
fully  considered  the  ability  to  repay  the  debts,  the 
interest  rate  on  the  loan,  and  currency  structure.  In  the 
initial  stage  after  the  war,  the  United  States,  seeking  to 
bolster  Japan’s  economic  reconstruction,  successively 
provided  nearly  US$1.7  billion  under  such  names  as 
“The  Administration  Relief  Plan  for  the  Occupied 
Areas”  and  “The  Economic  Revival  Fund  for  the  Occu¬ 
pied  Area.”  In  addition,  Japan  was  given  $500  million  in 
loans.  This  was  the  first  introduction  of  foreign  capital 
into  post-war  Japan.  Other  foreign  capital  was  intro¬ 
duced  primarily  through  such  means  as  direct  loans, 
accepting  negotiable  security  or  credit  fund  investments, 
and  the  issuing  of  international  bonds. 

Direct  loans  formally  began  in  1951.  Before  this,  due  to 
Japan’s  awful  image  abroad  resulting  from  its  pre-war 
acts,  international  trust  in  Japan  was  very  low.  Also, 
pre-war  loans  had  not  been  repaid,  so  securing  new  loans 
was  extremely  difficult.  In  1950,  Japan  repaid  all  of  its 
old  debts  and  began  to  secure  new  loans.  By  the  end  of 
the  1 950’s,  direct  loans  to  Japan  were  supplied  primarily 
by  the  World  Bank  and  American  financial  organiza¬ 
tions.  Not  until  the  1960’s  did  Western  European 
nations  begin  providing  loans  to  the  Japanese.  In  select¬ 
ing  loans,  Japan  rigorously  controlled  its  short  term 
loans  which  can  easily  get  out  of  control  and  create  a 
vicious  circle  of  borrowing.  Japan  generally  selected 
loans  with  15-20  year  repayment  terms,  and  with  low 
interest  rates,  averaging  5.2  percent.  Prior  to  1965, 
because  the  government  strictly  controlled  the  accepting 
of  negotiable  securities  as  investment,  direct  loans  were 
the  primary  means  of  introducing  foreign  capital, 
accounting  for  about  70  percent  of  all  loans  for  that 
period. 

Acceptance  of  negotiable  securities  or  credit  funds  as 
investments.  Though  accepting  negotiable  securities  as 
investments  had  a  great  effect  in  Japan’s  introduction  of 
proprietary  technology  and  equipment,  yet,  prior  to 


1965,  the  government  put  strict  limits  on  it  so  as  to 
protect  the  rights  and  interests  of  national  enterprises. 
Similar  means  of  investment  that  enabled  one  to  act  as  a 
local  legal  entity  and  directly  participate  in  enterprise 
management  accounted  for  only  6.5  percent  of  invest¬ 
ments.  The  remainder  were  all  credit  fund  investments. 
And,  in  order  to  protect  national  enterprises,  the  govern¬ 
ment  also  stipulated  the  proportion  that  negotiable  secu¬ 
rity  investments  should  account  for  in  different  indus¬ 
trial  sectors.  Not  until  after  1966  did  the  government 
gradually  relax  its  restrictions. 

Issuance  of  international  bonds,  corporate  bonds,  and 
foreign  exchange  bonds.  Foreign  capital  introduced  by 
issuing  government  bonds  and  corporate  bonds 
accounted  for  approximately  30  percent  of  the  total 
amount  of  foreign  capital  and  was  one  important  way 
that  Japan  raised  foreign  capital.  The  bonds  were  gener¬ 
ally  for  3-5  years.  Because  of  their  high  rates  of  interest, 
they  possessed  a  definite  attractiveness,  and  easily  raised 
relatively  stable  foreign  capital.  Foreign  exchange  bonds 
began  to  be  issued  in  1958;  there  were  three  kinds — 
national  foreign  exchange  bonds,  government  secured 
bonds,  and  private  foeign  exchange  bonds.  Total 
amounts  issued  accounted  for  approximately  10  percent 
of  the  total  amount  of  foreign  capital. 

5.  Link  Up  the  Introduction  of  Foreign  Capital  With 
the  Development  of  Foreign  Trade 

World  progress  in  science  and  technology  has  brought  on 
enormous  development  in  economic  and  production 
internationalization.  All  nations  have  been  drawn  into 
the  international  division  of  labor,  and  all  nations  must 
carry  out  foreign  trade  activities.  The  flow  of  interna¬ 
tional  funds  is  a  medium  of  absolute  necessity  in  world 
economic  movement;  all  international  economic  activi¬ 
ties  must  be  completed  through  the  flow  of  funds.  Thus, 
import  and  export  of  capital  as  well  as  import  and  export 
trade  in  commodities  are  important  pillars  of  foreign 
economic  activities.  Under  the  conditions  of  an  insuffi¬ 
ciency  of  domestic  funds,  import  and  export  trade  in 
commodities  can  bring  opportunities  for  import  of  cap¬ 
ital  and  increased  accumulations  of  domestic  funds; 
under  conditions  where  “capital  is  in  excess,”  it  can 
promote  the  development  of  capital  exports.  Import  and 
export  of  capital  is  also  beneficial  in  spurring  on  the 
development  of  import  and  export  trade  in  commodi¬ 
ties.  The  two  complement  each  other  and  help  each  other 
move  forward. 

Special  features  of  post-war  Japan’s  foreign  trade  include 
the  fact  that  in  the  import  of  commodities,  elementary 
products  accounted  for  about  70  percent  of  the  total 
amount,  and  their  export  commodities  were  almost  all 
finished  industrial  goods,  among  which  heavy  and  chem¬ 
ical  industry  products  made  up  about  85  percent  of  the 
finished  export  products.  This  kind  of  export  product 
mix  was  formed  on  the  foundation  of  foreign  capital 
introduction.  In  the  initial  period  after  the  war,  Japan’s 
export  products  were  primarily  textiles,  and  by  the 
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beginning  of  the  1960’s,  light  industry  products  were  still 
the  primary  export  commodities.  In  the  1 950’s  and 
1960’s,  by  renovating  its  equipment  and  introducing 
new  technology,  Japan  successfully  carried  out  a  science 
and  technology  revolution.  Around  the  middle  of  the 
1960’s,  certain  important  industrial  sectors  successively 
met  or  surpassed  the  quantity  and  quality  levels  of 
similar  American  products,  gradually  forming  the 
present  export  mix.  Japan’s  use  of  foreign  capital  to 
promote  the  development  of  its  export  trade  is  con¬ 
cretely  reflected  in  two  areas.  First,  introduction  of 
foreign  capital  heightened  the  material  and  technological 
foundations  of  the  national  economy,  and  strengthen 
export  capabilities.  Second,  a  fair  portion  of  introduc¬ 
tion  items  were  directly  employed  in  developing  export 
products,  thereby  heightening  the  productivity  of  export 
products,  strengthening  competitiveness,  increasing  the 
ability  of  export  products  to  generate  foreign  exchange, 
and  also  providing  conditions  for  repayment  of  foreign 
debts.  Actually,  in  international  economic  activity,  the 
inflow  and  outflow  of  capital  is  often  conducted  through 
trading  companies  which  both  handle  imports  and 
exports  of  capital  and  imports  and  exports  of  commod¬ 
ities.  This  was  also  a  common  practice  of  Japanese 
trading  companies  and  agencies. 

6.  Lessons  From  Japan’s  Introduction  of  Foreign 
Capital 

Generally  speaking,  Japan’s  macrocontrol  over  introduc¬ 
tion  of  foreign  capital  was  fairly  successful.  However,  it 
is  very  difficult  to  avoid  losing  control  of  the  introduc¬ 
tions  of  foreign  capital  due  to  innate  capitalist  corrup¬ 
tion.  Moreover,  excessive  reliance  on  introductions  also 
brings  many  unfavorable  factors  to  the  development  of 
the  domestic  economy  and  technology. 

One  unfavorable  factor  is  the  large  wastage  of  foreign 
exchange  created  by  numerous  introduction  channels 
and,  to  a  certain  extent,  anarchic  conditions.  After  the 
second  half  of  1955,  Japan  showed  a  feverish  rise  in 
private  investments  in  equipment,  but  this  kind  of 
private  investment  in  equipment  was  carried  out  under 
the  backdrop  of  advanced  foreign  technology  and  equip¬ 
ment  introductions.  The  various  enterprises  battled  each 
other  to  make  introductions,  thinking  that  introducing 
technology  and  equipment  was  the  way  to  gain  the  upper 
hand  in  competition  with  the  opposition.  In  particular, 
after  the  government  implemented  “liberalization  of 
technology  introduction”  in  principle  in  1968,  the  situ¬ 
ation  of  duplication  in  introductions  became  even  more 
serious.  In  the  electronics  industrial  sectors,  five  enter¬ 
prises  even  introduced  the  same  kind  of  technology  at 
the  same  time  which  created  a  huge  waste  of  foreign 
exchange.  The  proportion  of  industries  introducing  tech¬ 
nology  was  actually  over  75  percent  of  the  entire  indus¬ 
trial  field. 

Second,  over-reliance  on  technology  introductions 
ignored  basic  scientific  research  and  weakened  the  abil¬ 
ity  to  develop  technology  independently.  Post-war 


Japan’s  science  and  technology  development  came  about 
through  the  introduction  of  technology;  Japan  itself 
made  almost  no  independent  inventions  or  creations.  In 
a  sense,  they  adopted  a  “parasitism”  strategy  in  science 
and  technology.  Also,  imported  technology  was  even 
displacing  domestic  technology.  The  results  of  Japanese 
technological  research  were  shelved  and  money  was 
borrowed  to  introduce  the  very  same  technology.  To  a 
certain  extent,  this  hindered  Japan’s  own  growth  in 
technological  research  and  development. 

Third,  lopsided  economic  development  and  economic 
monopolization.  Prior  to  World  War  II,  Japan  was 
basically  an  agricultural  country,  with  farmers  making 
up  about  60  percent  of  the  population.  Following 
changes  in  post-war  economic  structures,  and  in  partic¬ 
ular  the  rapid  development  of  burgeoning  industries, 
large  amounts  of  farming  land  were  requisitioned,  culti¬ 
vated  area  became  increasingly  smaller,  and  the  farming 
population,  which  accounted  for  20. 1  percent  of  the  total 
population  in  1955,  was  reduced  to  10.6  percent  by 
1977.  The  serious  decline  in  agriculture  changed  Japan 
into  one  of  world’s  largest  importers  of  agricultural 
products.  The  government  had  no  choice  but  to  adopt 
certain  measures  to  support  the  development  of  agricul¬ 
ture.  Placing  the  “responsibility”  for  creating  lopsided 
economic  development  fully  on  the  shoulders  of  foreign 
capital  introduction  is  obviously  inappropriate,  yet, 
although  excessive  concentrations  of  foreign  capital  used 
in  developing  the  burgeoning  industries  brought  about 
the  establishment  of  the  modernized  industrial  system  it 
also  led  to  lopsided  development  of  the  economy.  This 
was  both  a  problem  with  the  economic  development 
strategy,  and  a  mistake  in  the  use  and  macrocontrol  of 
foreign  capital.  In  addition,  those  burgeoning  industrial 
sectors  that  relied  on  foreign  capital  for  their  establish¬ 
ment  created  conditions  to  attract  new  foreign  capital 
and  produce  large,  new  enterprises,  and  quickly  formed 
huge  monopolistic  groups  in  the  heavy  and  chemical 
industry  sectors  and  the  trade  sectors  through  later 
dissolving  and  gobbling  up  of  smaller  enterprises.  They 
linked  up  with  the  financial  world  and  formed  new 
monopolistic  groups,  deepening  Japan’s  economic 
monopolization. 

At  present,  western  capitalist  nations  generally  show 
slow  economic  growth  and  have  great  restrictions  on  the 
flow  of  funds,  so  they  are  starting  to  look  for  new 
investment  channels  in  developing  nations.  We  should 
make  full  use  of  this  opportunity  to  actively  attract  them. 
In  order  to  effectively  introduce  and  make  use  of  foreign 
capital,  we  must,  above  all,  strengthen  our  macrocontrol 
over  foreign  capital  use,  establish  an  authoritative 
administrative  organ  to  unify  examination  and 
approval,  management  and  coordination  of  the  nation’s 
foreign  debts,  and  formulate  strategic  programs  for 
medium  and  long  term  loans  as  well  as  loan  plans.  First, 
while  determining  the  overall  scope  of  foreign  capital,  we 
must  both  consider  actual  domestic  needs  and  give  full 
attention  to  the  ability  to  repay  the  debts.  Second,  we 
must  use  foreign  capital  on  many  different  levels  and 
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channels  and,  while  making  full  use  of  direct  foreign 
investment,  we  should  make  use  of  the  various  kinds  of 
foreign  loans  in  an  active,  goal-directed,  planned  fash¬ 
ion.  Third,  using  foreign  capital  to  introduce  advanced 
foreign  technology  and  equipment  is  one  kind  of  effec¬ 
tive  utilization  of  foreign  capital.  However,  while  intro¬ 
ducing  advanced  foreign  technology,  we  must  both  take 
note  of  our  domestic  auxiliary  capabilities  as  well  as  the 
digestion  and  absorption  of  introduced  foreign  technol¬ 
ogy,  and  prevent  unnecessary  duplications  or  blindness 
in  introductions.  Fourth,  within  scopes  permitted  by 
laws  and  policies,  we  must  simplify  middle  management 
levels  with  regard  to  foreign  capital  enterprises  and 
reduce  administrative  interference.  At  the  same  time,  we 
should  implement  many  different  levels  of  favorable 
measures  for  direct  foreign  investment  in  the  different 
businesses  based  on  the  different  investment  regions  in 
our  country  to  encourage  and  attract  foreign  investments 
in  sectors  involving  high-grade,  precise,  state  of  the  art 
technology,  in  businesses  and  in  our  nation’s  remote 
areas.  Fifth,  we  must  strengthen  our  information  work 
and  employee  training  to  raise  the  quality  of  our  workers 
and  managers  in  foreign  capital  enterprises.  Information 
and  talent  determine  the  fate  of  an  enterprise  and  its 
development.  Strengthening  our  work  in  this  area  is  one 
important  way  we  can  improve  our  investment  environ¬ 
ment;  it  will  enable  us  to  form  a  batch  of  foreign  capital 
enterprises  with  international  competitiveness  and 
attraction  as  soon  as  possible  and  will  be  beneficial 
toward  the  rapid  development  of  our  foreign  capital 
introduction  work. 
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Shanxi  Autumn  Grain  Area 

40060513b  Taiyuan  SHANXI  NONGMIN  in  Chinese 
19  Jul  88  p  l 

[Text]  According  to  a  survey  of  2, 1 00  rural  households  in 
35  counties,  the  area  sown  to  autumn  grain  in  Shanxi 
Province  was  17,130.4  mu,  a  decrease  of  604  mu  from 
1987.  The  corn  area  declined  12.7  percent;  the  sorghum 


area  declined  5.6  percent;  and  the  millet,  soybean,  and 
rice  areas  increased  0.7  percent,  16.5  percent,  and  1.3 
percent  respectively  over  1987. 

An  Investigation  on  the  Babesiosis  of  Water 
Buffalo  in  Fujian 

40110026  Fuzhou  FUJIAN  NONGXUEYUAN 
XUEBAO  [JOURNAL  OF  FUJIAN  AGRICULTURAL 
COLLEGE]  in  Chinese  No  1,  18  Mar  88  p  73 

[Article  by  Chen  Tianduo  7115  1131  6995  et  al.,  of  the 
Department  of  Animal  Husbandry  and  Veterinary  Sci¬ 
ence,  FAC  and  Huang  Xing  7806  5281  et  al.,  of  the 
Association  Veterinary  of  Chongan  County] 

[Abstract]  During  1981-1986,  an  investigation  was  con¬ 
ducted  on  babesiosis  of  water  buffalo  in  the  Chongan 
County,  Fujian,  China.  Fifty-four  sick  buffaloes  were 
found  in  a  cattle  population  of  374.  The  cause  of  the 
disease  is  Babesia  sp.  (sp.  to  be  identified).  The  pathogen 
appeared  in  various  shapes,  ranging  from  the  single  or 
paired  piriform,  to  the  ellipse,  annular,  round  and  amoe¬ 
boid  shapes.  The  respective  percentages  appeared  as 
37.21  percent,  35.03  percent,  16.73  percent,  1.34  per¬ 
cent,  7.67  percent,  and  2.01  percent,  as  surveyed  by  us. 
The  disease  usually  occurred  in  the  spring  and  summer 
season  every  year.  However,  prevalence  appeared  more 
often  in  the  months  from  April  to  May.  The  disease 
attacked  only  the  water  buffaloes  but  not  the  other  cattle. 
The  symptoms  of  the  disease  were  characterized  by  fever 
(39—41.6°  [SB]  centigrade),  hacmoglobinuria,  anemia  (a 
drop  to  2147.2  plus  or  minus  810.2  thousand  erythrocy¬ 
tes/mm  3)  and  icterus.  Tick  (Rhipicephalus  haemaphysa- 
loides  naemaphysaloides  Supino)  was  found  to  be  the 
vector.  After  infection  we  found  many  motile  sporozoite 
in  the  salivary  tubes  of  the  animal  that  could  be  easily 
discerned  with  a  light  microscope. 

Types  and  Distribution  of  Peanut  Virus  Diseases 
in  China  and  Detection  of  the  Viruses  by  Serology 

40110003  Wuhan  ZHONGGUO  YOULIAO  [OIL 
CROPS  OF  CHINA]  in  English 
No  2,  20  Jun  88  pp  61-62 

[By  Xu  Zeyong  6079  3419  3057  and  Zhang  Zongyi  1728 
1 350  5030  of  the  Oil  Crops  Research  Institute  of  Chinese 
Academy  of  Agricultural  Sciences,  Wuchang,  Wuhan, 
Hubei  Province] 

[Abstract]  On  the  basis  of  a  survey  made  from  1984  to  1987, 
peanut  virus  diseases  were  found  to  be  prevalent  mainly  in 
northern  China  including  Shandong,  Liaoning,  Hebei, 
Henan,  Jiaigsu,  Anhui  Provinces  and  Beijing.  Peanut  mild 
mottle  caused  by  peanut  mild  mottle  virus  (PMMV)  was 
predominant  throughout  all  areas.  Peanut  yellow  mosaic 
and  common  mosaic  caused  by  cucumber  mosaic  virus  CA 
strain  (CMV-CA)  and  peanut  stunt  virus  Mi  strain  (PSV- 
Mi)  respectively  occurred  in  mixture  with  peanut  mild 
mottle  in  some  locations,  causing  more  damage  to  peanut 
production.  Peanut  mild  mottle  disease  occurred  seldom  in 
southern  China  including  Guangdong,  Guangxi,  Jianjxi, 
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Hunan  and  Sichuan  Provinces.  Peanut  bud  necrosis  caused 
by  tomato  spotted  wilt  virus  (TSWV)  was  only  found  in 
Guangdong  and  Guangxi  Provinces.  Of  1 156  diseased  sam¬ 
ples  tested  by  serology  PMMV,  CMV,  PSV  and  TSWV 


accounted  for  82.2  percent,  29.7  percent,  29.4  percent  and 
2.7  percent  of  the  tested  sample’s  total.  Double  infection 
caused  by  PMMV  and  CMV,  or  PMMV  and  PSV  accounted 
for  21.3  percent  and  25.6  percent,  respectively. 
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Yao  Chia-wen  on  Taiwan’s  Legal  Status 

40050400  Hong  Kong  CHIUSHIH  NIENTAI  [THE 
NINETIES]  in  Chinese  No  222 ,  1  Jul  88  pp  30-3 1 

[Interview  with  Yau  Chia-wen  1202  0857  2429  on  20 
May  88  by  Tang  Ming-shih  0781  2494  2457:  “The 
Chairman  of  the  Democratic  Progressive  Party  Dis¬ 
cusses  Taiwan’s  Status”;  location  of  interview  not  spec¬ 
ified] 


[Text]  Editor’s  note:  On  16  and  17  April,  the  Democratic 
Progressive  Party  [DPP]  held  a  provisional  representa¬ 
tives’  congress  and  passed  resolutions  on  the  future  of 
Taiwan,  of  which  some  had  a  strong  “independence” 
character  and  evoked  much  controversy  (see  article  “The 
‘Taiwan  Independence’  Tendency  of  the  DPP”  in  the 
May  issue  of  this  magazine).  In  this  connection,  this 
writer  interviewed  the  chairman  of  the  DPP,  Yao  Chia- 
wen  [1202  0857  2429],  to  talk  about  his  attitude.  The 
interview  took  place  on  20  May. 

Question:  Many  believe  that  the  resolutions  which  were 
passed  this  time,  although  overall  rather  moderate  in 
language,  were  in  content  more  radical  than  the  original 
proposal  of  “the  people  are  free  to  propose  indepen¬ 
dence,”  having  raised  the  matter  from  the  discussion 
level  to  the  level  of  a  proposal.  What  is  your  opinion? 

Answer:  Essentially,  you  are  right.  There  are  two  reasons: 
One  is  that  the  death  of  Chiang  Ching-kuo  has  raised 
interest,  at  home  and  abroad,  in  the  question  of  sover¬ 
eignty  over  Taiwan.  The  other  is  that  the  proponents  of 
the  original  proposal  found  it  unsatisfactory,  and  that 
the  opponents  also  thought  it  not  sufficiently  clear,  too 
simplified,  and  unable  to  give  a  clear  indication  of  the 
people’s  concern  for  such  questions  as  sovereignty,  uni¬ 
fication,  and  independence.  That  is  why  the  original 
draft  has  been  amended  and  made  into  the  text  of  the 
resolution. 

Question:  Is  the  DPP  advocating  the  doctrine  of  the 
undecided  status  of  Taiwan?  Because  many  people  crit¬ 
icize  that  this  viewpoint  does  not  have  a  leg  to  stand  on. 

Answer:  We  have  never  advocated  that  at  all.  The 
doctrine  of  the  undecided  status  of  Taiwan  was  first  set 
forth  by  President  Truman.  At  that  time  the  San  Fran¬ 
cisco  peace  treaty  had  not  yet  been  signed.  When  Tru¬ 
man  proposed  the  doctrine,  the  Japanese,  since  they 
were  defeated,  intended  to  hand  over  Taiwan  to  the 
Nationalist  Government,  but  what  was  the  specific  sig¬ 
nificance  of  this  handover?  Later,  it  was  not  clearly 
defined  in  the  treaty,  which  only  says:  “Japan  renounces 
all  rights,  titles,  and  claims  to  Taiwan  and  the  Pesca¬ 
dores,”  but  does  not  say  to  whom  they  should  be 
returned.  We  are  not  at  all  advocating  the  doctrine  of  the 
undecided  nature  of  Taiwan’s  status.  On  the  contrary,  it 
is  our  belief  that  through  these  two  treaties,  Taiwan’s 
sovereignty  has  actually  been  returned  to  the  people  of 
Taiwan. 


Question:  Although  the  treaty  only  speaks  of  renuncia¬ 
tion  and  does  not  mention  who  shall  have  jurisdiction, 
the  Nationalist  Government  in  1941  proclaimed  abroga¬ 
tion  of  the  Treaty  of  Shimonoseki.  Has  Taiwan’s  sover¬ 
eignty  not  already  thereby  reverted  to  China? 

Answer:  That  is  not  correct,  the  treaty  cannot  be 
revoked.  If  that  were  possible,  the  compensation  of  100 
million  taels  of  silver  stipulated  in  the  treaty  would  also 
have  to  be  returned.  There  are  two  categories  of  treaties: 
one  kind  is  of  continuous  duration,  like  renting  a  house 
for  500  yuan  a  month,  when  on  discontinuation  no 
further  payments  are  required.  Other  treaties  are  like  the 
Treaty  of  Shimonoseki.  Once  they  are  concluded,  they 
have  also  already  been  fulfilled.  At  that  time  already, 
China  handed  Japan  the  compensation  and  Taiwan,  and 
the  treaty  was  thus  fulfilled.  How  can  it  possibly  be  later 
abrogated  one-sidedly?  If  it  could  be  abrogated  or  if  the 
abrogation  would  be  effective,  Japan  would  have  had  to 
return  the  money  to  China  which  it  got  out  of  the  Treaty 
of  Shimonoseki,  but  Japan  in  fact  never  did. 

Question:  Saying  it  in  somewhat  clearer  terms,  since  the 
Treaty  of  Shimonoseki  has  been  fulfilled,  Taiwan 
belonged  to  Japan,  and  if  Japan  one  day  gives  it  up,  it 
means  that  sovereignty  leaves  Japan,  but  it  does  not  say 
to  whom  sovereignty  goes. 

Answer:  That  is  correct.  Now,  even  the  Chinese  commu¬ 
nists  do  not  use  this  theory  of  the  abrogation  of  the 
Treaty  of  Shimonoseki,  which  is  untenable  under  inter¬ 
national  law. 

Question:  There  are  “four  ifs”  in  the  resolution,  one 
says,  “if  the  Chinese  communists  effect  Taiwan’s  unifi¬ 
cation  with  the  mainland,  the  DPP  will  propose  inde¬ 
pendence.”  The  question  is,  if  the  Chinese  communists 
really  effect  the  unification  of  Taiwan  with  the  main¬ 
land,  how  could  the  DPP  then  propose  independence? 

Answer:  During  the  Japanese  occupation  of  Taiwan, 
there  were  anti-Japanese  activities,  that  was  also  the  case 
under  the  Ching  dynasty.  Although  these  were  under¬ 
ground  movements,  the  party  or  the  organization  itself 
always  existed.  But  returning  to  an  earlier  point,  the 
“four  ifs”  in  the  text  were  indeed  formulated  somewhat 
carelessly.  Originally  someone  had  suggested:  “If  the 
Chinese  communist  would  intend  to  liberate  Taiwan  by 
use  of  military  force,  the  DPP  would  propose  the  inde¬ 
pendence  of  Taiwan.”  However,  there  have  also  been 
others  who  said,  if  the  Kuomintang  gets  together  with  the 
Chinese  communists,  and  it  will  use  other  forms  of 
unifying  Taiwan  with  the  mainland,  for  instance,  use  the 
method  of  a  surrender  or  summons  to  surrender,  would 
we  then  not  come  out  with  our  idea?  For  this  reason  we 
have  retained  the  original  proposal. 

Question:  There  is  a  similar  question  in  another  section: 
“If  the  Kuomintang  does  not  implement  a  true  demo¬ 
cratic  constitution,  the  DPP  would  propose  indepen¬ 
dence  for  Taiwan.”  Does  that  imply  that  the  DPP  at 
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present  does  not  yet  propose  independence  for  Taiwan, 
because  the  Kuomintang  is  implementing  a  democratic 
constitution?  And  how  are  we  to  distinguish  whether  a 
democratic  constitution  is  being  implemented? 

Answer:  You  should  not  make  this  inverse  assumption. 
We  are  now  still  a  party  with  independence  in  our 
decisions.  We  shall  again  decide  these  questions  when 
the  time  shall  come  and  when  the  conditions  will  have 
materialized. 

Question:  You  just  said  that  through  the  San  Francisco 
peace  treaty  and  the  Sino-Japanese  peace  treaty  Tai¬ 
wan’s  sovereignty  was  returned  to  the  Taiwan  people, 
i.e.,  that  Taiwan’s  status  has  been  determined.  From  this 
point  of  view,  do  you  believe  that  there  is  fundamentally 
no  need  for  a  further  declaration  of  Taiwan’s  indepen¬ 
dence,  and  that  the  Chinese  communists  have  no  way  to 
use  this  pretext  for  military  action  against  Taiwan?  If 
that  is  so,  must  we  not  say  that  the  DPP  will  certainly 
never  proclaim  Taiwan’s  independence? 

Answer:  We  may  proclaim  “maintenance”  of  Taiwan’s 
independence.  We  will  not  “change”  the  present  situa¬ 
tion,  but  shall  “restate  maintaining”  independence.  If 
the  Chinese  communists  will  under  these  circumstances 
attack  Taiwan,  they  would  have  to  change  their  pretext 
to  “Taiwan  refuses  to  be  swallowed  up,”  which  sounds 
rather  ridiculous. 

Question:  Do  you  agree  that  now  that  the  DPP  is  taking 
a  more  active  attitude  in  the  Taiwan  question  has 


something  to  do  with  the  Kuomintang’s  policy  of  allow¬ 
ing  visits  to  the  mainland  for  family  reunions  and  the 
many  more  contacts  between  the  two  sides  of  the  Taiwan 
Strait  giving  a  section  of  the  DPP  followers  a  sense  of 
crisis? 

Answer:  No,  that  is  not  the  case,  our  reactions  are  not 
directed  against  allowing  visits  for  family  reunions. 
Allowing  family  reunions,  on  the  contrary,  is  helpful  to 
keep  both  parties  apart.  Ours  is  a  reaction  to  the  follow¬ 
ing  three  situations:  One,  the  vigorous  growth  of  the  idea 
and  public  opinion  on  independence  for  Taiwan;  two, 
the  Kuomintang’s  continued  procrastination  in  the  mat¬ 
ter  of  overall  reelections;  and  three,  the  repeated  decla¬ 
ration  of  the  Chinese  communists  that  they  do  not  rule 
out  the  use  of  military  force.  The  DPP  in  principle 
approves  of  the  opening  up  for  family  reunions,  because 
it  relaxes  the  strained  relations  between  the  two  sides. 
Wait  till  time  will  be  ripe,  relations  will  have  become 
more  relaxed,  it  will  then  be  quite  possible  that  the  DPP 
will  not  rule  out  the  possibility  of  unification. 

Question:  If  the  majority  at  that  time  will  advocate 
independence,  don’t  you  feel  that  this  will  essentially  not 
be  a  question  of  subjective  will,  but  a  situation  in  which 
one  must  take  the  international  realities  into  consider¬ 
ation,  that  is,  the  factor  of  Communist  China? 

Answer:  If  at  that  time  international  conditions  would 
not  permit  it,  the  ruling  party  must  take  this  into 
consideration.  They  must  respect  and  follow  the  will  of 
the  people.  If  the  majority  will  approve,  they  must  fight 
for  it.  Even  if  they  want  to  give  up,  their  action  should 
only  be  taken  if  they  will  have  sufficient  reasons  to 
persuade  the  people. 
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